
United States Senate
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS
Committee on Homeland Security and Governmental Affairs

Carl Levin, Chairman
Tom Coburn, Ranking Minority Member

E X H I B I T     L I S T

Hearing On

COMPLIANCE WITH TAX LIMITS ON
MUTUAL FUND COMMODITY SPECULATION

January 26, 2012

1. a. Increase in Commodity Related Mutual Funds, 2008-2011, chart prepared by the
Permanent Subcommittee on Investigations.    

b. 72 IRS Private Letters Authorizing Commodity Investments by Mutual Funds, 2006-2011,
chart prepared by the Permanent Subcommittee on Investigations. 

c. IRS Private Letters Authorizing Commodity Investments by Mutual Funds, list prepared by
the Permanent Subcommittee on Investigations. 

d. Letter from Senators Levin and Coburn of the Permanent Subcommittee on Investigations
to the Internal Revenue Service  regarding Private Letter Rulings to Mutual Funds Seeking
Commodities Exposure, dated December 20, 2011.

2. Examples of Internal Revenue Service (IRS) Private Letter Rulings: 
a. IRS Private Letter Ruling No. 200628001, released 7/14/2006. 
b. IRS Private Letter Ruling No. 200647017, released 11/24/2006. 
c. IRS Private Letter Ruling No. 200741004, released 10/12/2007.

3. Legislative History of Section 851:
a. 26 U.S.C. 851. 
b. Letter from J. Roger Mentz, Acting Assistant Secretary (Tax Policy), U. S. Department of

the Treasury, to the Honorable Ronnie G. Flippo, U.S. House of Representative, regarding
H.R. 3397 amending provisions of IRS code relating to regulated investment companies,
dated February 5, 1986. 

c. IRS Revenue Ruling 2006-1 regarding Regulated Investment Company (RIC) request
related to a derivative contract reliant on a commodity index, dated January 9, 2006. 

d. IRS Implicitly Rules on Economic Substance Doctrine and Blockers, Tax Notes, March 21,
2001.  

4. Legislative History of  Regulated Investment Company Modernization Act:
a. Joint Committee on Taxation Report on Regulated Investment Modernization Act excerpt

explaining Section 201 of the bill addressing income from commodities.
b. Congressional Record excerpts regarding House approval of H.R. 4337, Regulated

Investment Company Modernization Act of 2010 on 9/28/10.
c. Congressional Record excerpts regarding Senate approval of H.R. 4337, Regulated

Investment Company Modernization Act of 2010 on 12/8/10.
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d. Congressional Record excerpts regarding final House approval and enactment into law of
H.R. 4337, Regulated Investment Company Modernization Act of 2010 on 12/15/10.

5. Commodity Related Mutual Funds
a. Selected Commodity Related Mutual Funds, list prepared by the Permanent Subcommittee

on Investigations. 
b. Information related to: 

• Direxion Commodity Trends Strategy Fund
• Highbridge Dynamic Commodities Strategy Fund
• MutualHedge Frontier Legends Fund
• Oppenheimer Commodity Strategy Total Return Fund
• PIMCO CommodityRealReturn Strategy Fund and 
• PIMCO CommoditiesPLUS Strategy Fund
• Rydex/SGI Long Short Commodities Strategy Fund
• Rydex/SGI Managed Futures Strategy Fund
• Van Eck CM Commodity Index Fund

6. The Existence and Consequences of Excessive Speculation:
a. Executive Summary and Findings & Recommendations from the June 2007 Staff Report

of the Senate Permanent Subcommittee on Investigations entitled, “Excessive Speculation
in the Natural Gas Market.” 

b. Executive Summary and Findings & Recommendations from the June 2009 Staff Report
of the Senate Permanent Subcommittee on Investigations entitled, “Excessive Speculation
in the Wheat Market.”

c. Letter from 450 economists to the G20 Finance Ministers regarding impact of speculation
on food prices, October 11, 2011.

d. Better Markets press release regarding October 14, 2011 research report, New Research
Shows That Wall Street Speculators Are Driving Up Food and Fuel Prices and That
Commodity Index Funds Should Be Banned.  

7. IRS Suspends RIC Commodities Investments Rulings, written by Lee A. Sheppard, Tax
Analysts, December 2011.  

8. Select Commodity Price Indices. Source: Chart appearing at http://www.indexmundi.com/
commodities/, attributing data to International Monetary Fund Primary Commodity Price
Indices.  
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Dollars Invested (in billions) 

$55 
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Increase in Commodity Related Mutual Funds* 

2008 - 2011 

2009 2010 

Number of Mutual Funds 

2011 

* This data presents the net assets over time of forty selected mutual funds that use offshore subsidiaries to invest in commodities through futures, securities, or derivative instruments. As part of their strategy, these funds 
typically hold substantial domestic cash assets and fixed income securities, which are part of the net assets shown above. While their offshore subsidiaries typically hold 25% of the fund's net assets, some of the funds allow their 
offshore subsidiary to use leveraged strategies with the aim of provid ing aggregate exposure to commodities as if 100% of the fund's net assets were invested in commodities. 

Data source: Morningstar, Inc. and various mutual fund materials 
Chart prepared by Permanent Subcommittee on Investigations, Nov. 2011 
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72 IRS Private Letters Authorizing Commodity Investments by Mutual Funds 
2006 - 2011 

Letters AuthorIzIna 
Cornmoclty 

Data source: Publicly available Interna l Revenue Service private letter rulings 
Chart prepared by Permanent Subcommittee on Investigations, Nov. 2011 
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IRS Private Letters Authorizing Commodity Investments by Mutual Funds 

1<'; .' ,'bate ' ;pu~;' ~;;iit~~r' '~'Fc~~:e'sl ' CFC& ' ' . · , .,~f!i'''''\;: .. '<c":.~ + ... ,.. ...'c ~"'~,"f" .: .~, ~ , -: 
.. I i ' . : , ..... " .. '. , .. ' ..... ~ .. . Notes . ::~,:,;·j'.}}·> ~,:'k' .)'i,; .,/~; ; :.". .. ... '. 

1 1 Each fund authorized to invest in commodities·linked notes having the terms and conditions of the note 

1 7/14/20061 200628001 I X set forth in the PLR. 

Each fund authorized to invest in commodities·linked notes having the terms and conditions of the note 

21 9/15/2006 200637018 x set forth..:.in~th.:.:e:...P:-,Lc,R:c..' -.:.H",y",bc.ri:.:d-.:.i",ns::.:t:...:ru::m:.:.e::.:n.:.:t::.. _____________________ _ __ _ 
! I Fund authorized to invest in commodities· linked notes having the terms and conditions ofthe note set 

I . forth in the PLR. CFC subsidiary incorporated as an exempted limited company under the laws of another 

'I HI""'" """"""-. x :~s~:~~u~~b:~;~:r:~~~~oe;nvest in commodities·linked notes having the terms and conditions of the 

4 1/5/2007 200701020 x note set forth in the PLR. Fund invests all of its assets in Master fund, '--r Fund authorized to invest in commod'~i::.ti:::.e::.s.~li:..n:.:ke::.d=n":o:':te::.S"h"a .. v"'in':'g--t:'.h-'e:::.t"e::'rm--s-a-n-d-c-o-n-d-it-io-n-s-o-f-t'h'-e-tw-o~n-o-t-e'-s-" 
I ii set forth in the PLR. Section 2(f)(1) of the CEA provides that the CEA is not applicable to a hybrid 

51 2/2/2007 1 200705026 1 x instrument that is predominantly a security. Notes 1 and 2 are both leveraged. 
f--.L-- .... ..---

i : Fund and Portfolio authorized to invest in commodities·linked notes having the terms and conditions of 

61 5/18/2007 200720011 x the two notes set forth in the Pc.:L-::.Rc.' _________ ________ _ ________ _ 
I Funds authorized to invest in commodities·linked notes having the terms and conditions of the two notes 

7 6/29/2007 200726026 x ___ ~s"'e~t:.:fo"rt~h:..::.in~t~h:::.e~P~LR ... __ ~----.----.-----~~----~ __ -:_-:--:-_~_-:-:_ 
I-t-· Funds authorized to form two CFC subsidiaries as exempted limited companies under the laws of another 

8 10/12/2007 20074100.4 x country. Subpart F income. 
I Funds authorized to form nine CFC subsidiaries as exempted limited companies under the laws of another 

9 10/26/2007 200743005 1 x country. Subpart F income. 
I . Funds are authorized to invest in commodities·linked notes having the terms and conditions of the note 

10 I 11/9/2 OOl 200745008
1 

._x:'-+-___ f"se.,.t:..:f.::o:,:rt"'h .. i n_.t"'h"'e:.:.P.::LRcc· _ ___ .---__ .-----:-.-:-.-,-_---c.----:--.---_ __ --:-_-::---:-__ -=-:-. ___ .---_ 

4
' .--, Ii Funds authorized to invest in commodities·linked notes having the terms and conditions of the two notes 

! I I set forth in the PLR. Fund A is a series of business trusts. Fund B is a closed end management company. 

11 11/9/2007 200745021 1 I x Notes constitute qualifying income to funds underyection 851(b)(2). . _ _ _ 

. ~! Funds authorized to form four CFC subsidiaries as exempted limited companies under the laws of another 

f-. . . - - .-- -: Fund authorized to invest in commodities·linked notes having the terms and conditions of the two notes 
1

J 
5/30/2008 200822010 x country. Subpart F income. 

13 5/30/2008 200822012 x set forth in the. PLR. 

I 
Funds and partnerships authorized to invest in commodities·linked notes having the terms and conditions 

14 8/1/2008 200831019 x I of the two notes set forth in the PLR. 

Data source: Publicly available Internal Revenue Service private letter rulings 

Chart prepared by Permanent Subcommittee on Investigations, Nov. 2011 
Permanent Subcommittee on Investigations 

EXHIBIT#lc 



IRS Private Letters Authorizing Commodity Investments by Mutual Funds 

'Date ' .' 
.. -<" eFe& \ "" " "', "',';' ,:>~ ,,:< ," .' .' ,Description 

:, '"', , '.' i,,' 

PLR'Number ' eFe Notes 
-}i~> __ ... _,. V~"~~",r;. -,,,- , 

0'-' .~; .~~:;_~~,,_: ~_~~~~y;::~;,t-'>~;; ___ ~~_ :_ - , .:~ . ,,,:,;" , . " v- , , . , . Notes . .'".,: ~~ " , ' 

I 
I Fund authorized to invest in commodities-linked notes having the terms and conditions of the four notes 

set forth in the PLR, eFe subsidiary incorporated as exempted a limited company under the laws of 

15 10/3/2008 200840039 x another country, Subpart F income, 

Fund authorized to invest in commodities-linked notes having the terms and conditions of the six notes 

set forth in the PLR, Fund authorized to form and investa percentage of funds in two eFe subsidiaries 
16 10/17/2008 200842014 x incorporated as exempted limited com~anies u'nder the laws of another country, Subpart F income. 

17 11/7/2008 ! 200845013 x Fund authorized to invest in a commodities-linked note. 

200912003 1 

Fund authorized to invest in commodities-linked notes having the terms and conditions of the two notes 

set forth in the PLR. Fund authorized to form a eFe subsidiary incorporated as an exempted limited 

18 3/20/i009 x company under the laws of another country, Subpart F income. 

I ' Each of three funds authorized to form a eFe subsidiary as a Type A company under the laws of another 

19 5/29/2009 200922010 x , country, Subpart F income, 

Fund authorized to form a eFe subsidiary as a Type A company giving limited liability to all shareholders, 

20 6/5/2009 200923011 x Subpart F income, --
Fund authorized to invest in commodities-linked notes having the terms and conditions of the four notes 

set forth in the PLR, Fund authorized to form a eFe subsidiary as a Type A company under the laws of 

21 7/31/2009 200931003 x another country, Subpart F income, 

Fund authorized to invest in commodities-linked notes having the terms and conditions of the four notes 

set forth in the PLR, Fund authorized to form a eFe subsidiary incorporated as a Type A company under 

22 7/31/2009 200931008 x the laws of another country, Subpart F income, , 

Funds authorized to form four eFe subsidiaries, each as a company under the laws of another country, 

23 8/7/2009 200932007 x Subpart F income, 

9/4/2009 1 

Fund authorized to form a eFe subsidiary incorporated as a Type A company under the laws of another 

24 200936002 x country, Subpart F income, 

Fund authorized to invest in commodities-linked notes having the terms and conditions of the two notes 

set forth ,in the PLR, Fund authorized to form a eFe subsidiary incorporated as a Type A company under 

25 9/25/2009 200939017 x the laws of another country, Subpart F income, 

Each of 96 funds authorized to invest in one more commodities-linked notes, Fund 1 authorized to form a 

26 11/13/2009 200946036 x eFe subsidiary incorporated as a Type A company under laws of another country, Subpart F income, 

Funds authorized to form four eFe subsidiaries as a Type A company under the laws of another country, 

27 11/20/2009 200947032 x Subpart F income, 
- -

Data source: Publicly available Internal Revenue Service private letter rulings 

Chart prepared by Permanent Subcommittee on Investigations, Nov, 2011 



- IRS Private Letters Authorizing Commodity Investments by Mutual Funds 

_ _ c~ •• • > CFC& . ,. 
" :!_ \ ,;: ", . r' 

. .• ~ . 
c Description .. .'0-. " 

, '" ., 
Date Notes 

{ 

"PlR Number CFC ; -" " I: ~ . . .... - .'~ --: -_... :.':.':' 
Notes .•. :~ - .. ,---- ,. C7" , . 

I 

1- Fund authorized to form a CFC subsidiary as a Type A company giving limited liability to all shareholders. 
28 11/20/20~ 200947026 x Subpart F income. ._. -

Funds authorized to invest in commodities-linked notes having the terms and conditions of the two notes 
29 12/24/2009 200952019 x set forth in the PLR. 

' -

30 2/5/2010 j._ .. 
201005023 x Fund authorized to form a CFC subsidiary as a company under the laws of another country. Subpart F 

31 2/19/2010 201007044 x Fund authorized to form a CFC subsidiary as a company under the laws of another country. Subpart F 

Fund authorized to form a CFC subsidiary as a company under the laws of another country. Subpart F 

.E. 5/21/2010 201020003 x income. 

Fund authorized to form a CFC subsidiary as a Type A company giving limited liability to all shareholders. 

33 6/18/2010 201024004 x Subpart F income. 

34 6/18/2010 201024003 x Fund authorized to form a CFC subsidiary under the laws of another country. Subpart F income. 

Fund authorized to invest in commodities-linked notes having the terms and conditions of the note set 

forth in the PLR. Fund authorized to form a CFC subsidiary incorporated as a Type A company under the 

35 6/25/2010 201025031 x laws of another country. Subpart F income. 

Funds authorized to form six CFC subsidiaries as companies under the laws of another country. Subpart F 

36 7/2/2010 201026017 x income. 

Funds authorized to invest in commodities-linked notes having the terms and conditions of the note set 
37 7/30/2010 201030004 x forth in the PLR. Fund authorized to form nine CFC su~sidiaries as Type X companies. Subpart F income. --

Fund seeks a long-term total return in excess of inflation. Fund authorized to invest in three notes, Note 
38 8/6/2010 201031007 x 2 discusses leverage. Note 3 discusses knock-out and automatic redem[1tion. 

Each of six funds is permitted to invest in either certain structured notes or in a CFe. CFC subsidiaries 
39 8/27/2010 201034011 x incorporated as exempted limited companies under the laws of another country. Subpart F income.,-_ _ - -

Fund authorized to invest in commodities-linked notes having the terms and conditions of the four notes 

set forth in the PLR. Fund authorized to form two CFC subsidiaries incorpora ted as Type A companies 

40 9/17/2010 201037012 x under the laws of another country. Subpart F income. 

41 9/17/2010 201037014 [ 

Funds authorized to form two CFC subsidiaries as Type A companies giving limited liability to all 

x shareholders. Subpart F income. 
-

Fund authorized to invest in two commodities-linked notes. Fund authorized to form two CFC subsidiaries 

42 10/1/2010 201039002 x ' incorporated as Type A companies under the laws of another country. Subpart F income. 

Fund authorized to form two CFC subsidiaries authorized to form as limited companies incorporated 

43 10/15/2010 201041033 x under the law of another country. Suhpart F income. 

Data source: Publicly available Internal Revenue Service private letter rulings 
Chart prepared by Permanent Su bcommittee on Investigations, Nov. 2011 



IRS Private Letters Authorizing Commodity Investments by Mutual Funds 

c~ Cc at c" ~ "c, CFC& 
c. 

. )"'~L ~ __ ,, ___ r ' _ ,.~ '~';;: {',if,,:,",\\, _ Description 
c • 

,c , 
IP~RcNumber 

'.- " , ."'{.'»~. 'c' c· 

Date -Notes c ;-.~- ~?- ... :.:" ..... - -",- .,/. 
,' - , ... ~ , C Notes " -': "~ - ... ":"~ .. _ l'Af~ - ',,, c C Cc - . -

I ! 

~ I 
Fund authorized to form a CFC subsidiary organized as a Type X company under the laws of another 

44 10/22/2010 201042015 country. Subpart F income. .---
Fund authorized to form a CFC subsidiary authorized under the laws of another country. Subpart F 

45 10/22/2010 201042001 x income. 

Six funds authorized to invest in commod ities-linked notes having the terms and conditions of the note 

46 10/29/2010 201043016 x set forth in the PLR. Funds discuss knock out dates and leverage factors. 

Fund authorized to form a CFC subsidiary organized as a Type X company under the laws of another 

47 10/29/2010 20104.~017 x country. Subpart F income. 

48 12/3/2010 201048021 x Funds authorized to form five CFC subsidiaries incorporated as Type A companies. Subpart F income. 

49 12/3/2010 201048022 x Funds authorized to form nine CFC subsidiaries incorporated as Type A companies. Subpart F income. 

Funds authorized to form four CFC subsidiaries. One subsidiary authorized to form as a Type X company 

50 12/10/2010 201049015 x and three subsidiaries authorized to form as Type Y companies. Subpart F income. 

Fund authorized to form a CFC subsidiary as a Type X company under the laws of another country. 

51 12/23/2010 201051014 / x Subpart F income. c _ _ 

Fund authorized to invest in one commodities-linked note and one CFC subsidiary as a Type X company 

52 1/14/2011 201102055 x under the laws of another country. Subpart F income. 

53 1 1/14/2011 
I Fund authorized to form a CFC subsidiary as a Type A company giving limited liability to all shareholders. 

2011020471 x Subpart F inc,ome. 

~/21/2011 201103019 1 
Funds authorized to invest in commod ities-linked notes having the terms and cond itions of t he note set 

x forth in the PLR. 
Funds A, B and Portfolio authorized to invest in one commodities-linked note. Fund B and Portfolio each 

authorized to form-two CFC subsidiaries as companies under the laws of another country. Subpart F 

55 1/21/2011 201103033 x income. 

Fund authorized to form a CFC subsidiary as a company under the laws of another country. Subpart F 

56 1/21/ 2011 201103009 ' x income. 

Fund authorized to form a CFC subsidiary as a company under the laws of another country. Subpart F 

57 1/21/2011 201103017 x income. --
Fund authorized to invest in commodities-linked notes having the terms and conditions of the four notes 

set forth in the PLR. Fund authorized to form a CFC subsidiary as a Type A company under the laws of 

58 1/28/~01104013 x another country. Subpart F income. 

I 
Fund authorized to invest in four commodities-linked notes. Fund authorized to form two CFC 

59 2/18/2011 201107012 x subsidiaries as companies under the laws of another country. SubP.'lrt F income. 

Data source : Publicly available Internal Revenue Service private letter rulings 

Chart prepared by Permanent Subcommittee on Investigations, Nov. 2011 



IRS Private Letters Authorizing Commodity Investments by Mutual Funds 

,-, , .-, 'CFC '& ;:}.~;:~;tJ>'· .. -, ,,;.j.,,;::" '. Description , 
; ?~t~;: . PLR NUn),b!!r 

. '-' " 

CFC , Notes - ,,, .. ", ,-."",,' " if; . ',>" , ' NoteS ,t: "/ ; " "CC" . :"',,, 

Funds authorized to invest in a commodities·linked note having the terms and conditions set forth in the 

60 2/25/2011 201108003 x PLR. The note can be leveraged. 
-

Fund authorized to invest in commodities-linked notes having the terms and conditions of the four notes 

set forth in the PLR. Fund authorized to form two CFC subsidiaries as Type A companies under the laws of 

61 2/25/2011 201108018 x another country. Subpart F income. 
, 

Funds authorized to form six CFC subsidiaries as companies under the laws of another country. Subpart F 

62 2/25/2011 201108008 x income. -
Fund authorized to invest in commodities·linked notes having the terms ~nd conditions of the note set 

63 4/1/2011 201113015 x forth in the PLR. 

Funds authorized to form three CFC subsidiaries as companies under the law of another country. Subpart 

64 4/22/2011 201116014 x F income. 

Fund authorized to form a CFC subsidiary as a Type Acompany giving limited liability to all shareholders. 

65 5/20/2011 201120017 x Subpart F income. 
---. 

Fund authorized to form a CFC subsidiary as a Type A company giving limited liability to all shareholders, 

66 6/3/2011 201122012 x Subpart F income. 

Fund represents that its CFe subsidiary will qualify as an association taxable as a corporation. Subpart F 

67 7/15/2011 201128022 x income. 

Fund authorized to form a CFC subsidiary as a Type A company giving limited liability to all shareholders, 

68 7/22/2011 201129002 x Subpart F income. 

Porfolio authorized to invest in four commodities-linked notes, Portfolio authorized to form a CFC 

69 8/5/2011 201131001 x subsidiary as a Type X company under the laws of another country. Subpart F income, 

Fund authorized to form CFC subsidiary as a Type A company giving limited liability to all shareholders. 

~~12/2011 201132008 x Subpart F income. 
I Fund authorized to form a CFC subsidiary as a Type A company giving limited liability to all shareholders, 

711 8/26/20u! 201134014 x Subpart F income. 

Funds authorized to ,invest in two commodities-linked notes. Note A deals with a leveraged note, and 

72 9/2/2011 201135001 x Note B will pay a monthly coupon in arrears. 

TOTAL 35 18 19 
-------- - --

Data source: Publicly available Internal Revenue Service private letter rulings 
Chart prepared by Permanent Subcommittee on Investigations, Nov. 2011 
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"lanitcd ~tatcs ~cnatc 
COMM ITTEE ON 

HOMELAND SECURITY AND GOVERNMENTAL AFFAIRS 

WASHINGTON, DC 20510-6250 

December 20,2011 

VIA U.S. MAIL & EMAIL CFloyd.Williams@IRS.govl 

The Honorable Douglas H. Shulman 
Commissioner 
Internal Revenue Service 
1111 Constitution Avenue, N.W. 
Washington, D.C. 20224 

RE: Private Letter Rulings to Mutual Funds 
Seeking Commodities Exposure 

Dear Commissioner Shulman: 

Since 2006, the Internal Revenue Service (IRS) has issued over 70 private letter rulings 
allowing mutual funds that operate as regulated investment companies for U.S. federal income 
tax purposes to make unlimited indirect investments in commodities through controlled foreign 
subsidiaries or commodity-linked notes, despite Internal Revenue Code Section 85 I (b)(2) which 
requires such funds to derive 90% of their income from securities and no more than 10% from 
other sources, including commodities. We support the recent decision of the IRS to suspend 
issuance of new letters in this area to review the underlying policy issues. Pending the results of 
that review, we believe it may be appropriate to permanently suspend all future private letter 
rulings in this area and reevaluate the tax treatment of all mutual funds currently allowed to treat 
indirect commodity investments as income derived from "securities" under Section 851. 

Speculation in U.S. Commodity Markets. Since 2002, the U.S. Senate Permanent 
Subcommittee on Investigations has conducted a series of investigations into commodity prices, 
focusing on how excessive speculation in the futures and swaps markets may have affected 
commodity prices, normal supply and demand factors, and American consumers and businesses. l 

Commodity markets enable producers and users of physical commodities to arrive at a fair price 
for their goods and hedge their price risks over time. Speculators can make a positive 
contribution to commodity markets by facilitating price discovery and hedging activities. In 
recent years, however, evidence indicates that speculators have come to invest heavily in many 
commodity markets and may have contributed to distorted prices, price volatility, and hedging 
fai lures. In response, Congress has enacted a series oflegislative acts to reduce excessive 
speculation in the commodity markets 2 

I See, e.g" "The Role of Market Speculation in Rising Oil and Gas Prices: A Need to Put the Cop Back on the 
Beat," S. Pr!. 109-65 (June 27, 2006); "Excessive Specu lation in the Natural Gas Market," S. Hrg. 110-235 (June 25 
and July 9, 2007), " Excessive Speculation in the Wheat Market," S. Hrg. 110-235 (June 25 and July 9, 2007); and 
"Excessive Speculation and Compliance with the Dodd-Frank Act," (November 3, 2011). 
2 See, e.g. , CFTC Reauthorization Act of2008, P.L. 110-246; Sections 727 and 737 of the Dodd-Frank Wall Street 
Reform and Consumer Protection Act, P.L 111-203 . 

Permanent Subcommittee on Investigations 

EXHIBIT #ld 



2 

For most of the 70 years they have been in existence, mutual funds were not significant 
participants in U.S. commodity markets. After the IRS began issuing private letter rulings in 
2006, allowing them to engage in a variety of indirect commodity investments, however, mutual 
funds have poured billions of speculative dollars into commodity investments. Allowing mutual 
funds nearly unfettered access to commodity markets through these letter rulings appears to be 
contrary to Congressional intent and allows mutual funds to get around otherwise clear 
restrictions on their commodity investments. 

Section 851 's Income Source Restrictions. Mutual funds operate under a dual set of 
statutory restrictions, those provided by the Internal Revenue Code (IRC), which is enforced by 
the IRS, and those provided by the Investment Company Act of 1940 (1940 Act), which is 
overseen by the Securities and Exchange Commission (SEC). The tax provisions essentially 
restrict the types of income that mutual funds are allowed to claim in exchange for favorable tax 
treatment3 The income source restrictions are contained in Section 851 (b )(2), which requires 
that 90% of a mutual funds' gross income must be derived from equities, securities, or 
currencies, and not more than 10% from alternatives like commodities. 

Section 851 (b )(2) defmes the qualifYing income in relevant part to include: 

"dividends, interest, payments with respect to securities loans (as defined in section 
SI2(a)(S)), and gains from the sale or other disposition of stock or securities (as defined 
in section 2(a)(36) of the Investment Company Act of 1940, as amended) or foreign 
currencies, or other income (including but not limited to gains from options, futures or 
forward contracts) derived with respect to its business of investing in such stock, 
securities, or currencies.,,4 

A "security" is defined under the 1940 Act as follows: 

"any note, stock, treasury stock, security future, bond, debenture, evidence of 
indebtedness, certificate of interest or participation in any profit-sharing agreement, 
collateral-trust certificate, preorganization certificate or subscription, transferable share, 
investment contract, voting-trust certificate, certificate of deposit for a security, fractional 
undivided interest in oil, gas, or other mineral rights, any put, call , straddle, option, or 
privilege on any security (including a certificate of deposit) or on any group or index of 
securities (including any interest therein or based on the value thereof), or any put, call, 
straddle, option, or privilege entered into on a national securities exchange relating to 
foreign currency, or, in general, any interest or instrument commonly known as a 
"security", or any certificate of interest or participation in, temporary or interim 
certificate for, receipt for, guarantee of, or warrant or right to subscribe to or purchase, 
any of the foregoing."s 

J Under the tax code, mutual funds that comply with the relevant tax provisions are not subjected to any taxation at 
the corporate level. Instead, all of the mutual fund ' s income is attributed to its shareholders who are then subject to 
tax on an individual basis. See IRC Subchapter M. 
4 IRC Section 851 (b )(2). 
, Investment Company Act of 1940, Section 2(a)(36). 
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Neither Section 851 nor the 1940 Act definition allows mutual funds to derive more than 10% of 
their income from commodities, whether through futures, forward contracts, options, swaps, 
notes, or other commodity-related products. 

Significant Increase in Commodity Investment. To date, the IRS has issued 72 private 
letter rulings allowing mutual funds to treat income from investments in certain commodity 
linked notes or through controlled foreign corporations (CFCs) that invest in commodities as 
qualified income under Section 851(b)(2).6 The letters hold that distributions from the 
commodity linked notes and dividends from the commodity-related CFCs can be treated as 
income derived from securities, rather than income derived from commodities, and thus, meet 
the income source restrictions in Section 851 (b )(2). By treating this income as derived from 
securities rather than commodities, the IRS has enabled mutual funds to do indirectly what they 
are prohibited by law from doing directly. 

Since 2006, the IRS private letter rulings have opened the floodgates for the $11 trillion 
mutual fund industry to make sizeable investments in the commodity markets. In a recent 
hearing, the Subcommittee identified at least 40 commodity related mutual funds with 
accumulated assets in excess of $50 billion.7 These funds have all set up offshore wholly-owned 
CFCs that exist solely to trade commodities in the futures and swaps markets. The mutual funds 
typically organize their CFCs as Cayman Island subsidiaries; operate them as shell entities with 
no physical offices or employees oftheir own; and run the CFCs' commodity portfolios from 
their U.S. offices. That the Cayman CFCs are empty shells designed to allow U.S. mutual funds 
to create commodity related investment portfolios, run by their own U.S. employees, is openly 
acknowledged. 

The sales materials of these mutual funds show they are marketing their funds to average 
investors as commodity funds and using their CFCs to delve into a wide array of commodity 
investments, from swaps to exchange traded notes to futures. The 40 mutual funds identified by 
the Subcommittee generally invest 25% of their total assets in their Cayman subsidiaries and 
often use U.S.-based assets as collateral or margin to secure the commodity investments being 
made by their CFCs in the futures and swap markets. In many instances, the mutual funds 
provide aggregate exposure to commodities as if 100% of the fund's net assets were invested in 
commodity related investments. Some mutual funds offer investors leveraged exposure to their 
commodity related investments. One mutual fund identified by the Subcommittee reported 
having over $22 billion invested in commodity related assets with approximately 900,000 
investors, 75% of which are individuals8 

The IRS private letter rulings hold that when a mutual fund forms an offshore shell 
corporation, holds 100% of its stock, and then uses that CFC to invest in commodities, the 
mutual fund may treat this activity as an investment in the stock of the CFC and not as an 
investment in commodities. But the CFC is not an independent business; it is a shell corporation 
under the mutual fund's control. The mutual fund's investment in its CFC amounts to a paper 
exercise to permit the mutual fund itself to make commodity investments. 

6 See "Excessive Speculation and Compliance with the Dodd-Frank Act," hearing before the U.S. Senate Permanent 
Subcommittee on Investigations (November 3, 201 1) (bereinafter "Subcommittee Hearing"), Exhibit 7d. 
7 Subcommittee Hearing Exhibit 7a. 
8 Id. , materials related to PIMCO Commodity Real Return Strategy Fund. 
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Some may contend that a 1943 Supreme Court case known as Moline Properties requires 
the IRS to recognize corporate structures such as the CFCs set up by mutual funds to invest in 
commodities9 But Moline Properties itself states: 

"In general, in matters relating to the revenue, the corporate form may be disregarded 
where it is a sham or unreal. In such situations the form is a bald and mischievous 
fiction. Higgins v. Smith, 308 U.S. 473 , 477_, 478 S., 60 S.C!. 355, 357, 358; Gregory v. 
Helvering, 293 U.S. 465, 55 S.C!. 266, 97 A.L.R. 1355.,,10 

Mutual fund CFCs set up to invest in commodities are exactly the type of sham entities designed 
to perform a "bald and mischievous fiction" -- circumventing longstanding statutory income 
source restrictions -- that Moline Properties permits the IRS to disregard. That Supreme Court 
precedent, thus, does not require nor countenance the IRS ' validating a corporate fiction or 
facilitating an end-run around the income source restrictions on mutual funds. 

In addition to allowing mutual funds to use offshore shell entities to invest in 
commodities, IRS private letter rulings have permitted mutual funds to use commodity-linked 
notes to do the same. The private letters allow mutual funds to treat these notes as "securities" 
and deem the construction, funding, and sale of interests in those notes as securities investments, 
despite the fact that the notes are designed for the purpose of investing in commodities. This 
approach contradicts an earlier IRS Revenue Ruling which held that Congress did not intend to 
allow "an expansive construction of the term 'securities'" to enable mutual funds to invest in 
commodities. I I In addition, the private letter rulings fail to take into account Congressional 
codification of the economic substance doctrine which permits the IRS to look through 
transactions that have no purpose other than tax avoidance. 12 In the private letter rulings issued 
by the IRS, the mutual funds offer no business purpose for creating offshore CFCs or 
constructing commodity-linked notes to make their commodity investments other than to 
characterize the resulting income as derived from "securities" and so retain their favored tax 
status while making unlimited commodity investments. 13 The IRS does not seem to recognize 
the mutual funds' commodity-linked notes and offshore CFCs for what they are - transactions 
with no purpose other than a tax purpose -- to enable mutual funds to circumvent the income 
source restrictions in Section 851 (b )(2). 

It is the Subcommittee's understanding that, before proceeding with their activities, each 
of the 40 commodity related mutual funds identified in the Subcommittee hearing obtained a 
private letter ruling from the IRS explicitly allowing it to treat any income from its commodity 
investments as security-based income under Section 851.14 The IRS private letter rulings, thus, 

9 Moline Properties v. Commissioner of Internal Revenue, 319 U.S. 436 (1943). 
10 Id. 
II See Rev. Rul. 2006-1, at 5. 
12 See Health Care and Education Reconciliation Act, P.L. III-52, Section 1409, codified at IRC Section 7701(0). 
13 See, e.g., "IRS Implicitly Rules on Economic Substance Doctrine and Blockers," by David H. Shapiro and Jeffrey 
W. Maddrey, Tax Notes, 1461, 1462-63 (March 21, 2011)("[N]0 mention is made ofa business purpose in any of 
the rulings ... and it is hard to imagine that there could be a nontax purpose outweighing the tax purpose on the facts 
of the rulings"). 
14 Each mutual fund needed to obtain its own ruling, because a taxpayer may not rely on a private letter ruling 
provided to another taxpayer. See IRC Section 6110(k)(3) and Section 11.02 of Revenue Procedure 20 II-I. 
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contributed to the decision of those mutual funds to make speculative investments in commodity 
markets. Representatives of the mutual fund industry have told the Subcommittee that the 
industry intends to seek additional private letter rulings to further expand its investments in 
commodity-related products. 

Conflicting with Congressional Intent on Commodities. Deeming commodity linked 
notes and commodity related offshore shell CFCs to be investments in securities rather than in 
commodities appears to conflict with Congressional intent and enable mutual funds to get around 
the otherwise clear restrictions of Section 851 (b )(2) on their commodity investments. 

When federal tax provisions for mutual funds were fITst enacted in 1936, Congress 
excluded commodities from the sources of qualifying income. 15 Income sources at that time 
were limited to dividends, interest, and gains from the sale or other disposition of stock or 
securities. Congress enacted the first federal law to control excessive speculation in commodity 
markets that same year. 16 Despite its work on the issue, Congress made no mention of 
commodities as an allowable investment for mutual funds in 1936. Instead, mutual funds were 
designed to provide a mechanism for investors of modest means to gain exposure to the 
securities markets. 17 

In 1954, when Congress enacted Subchapter M of the Internal Revenue Code reforming 
the taxation of mutual funds, Congress again expressed its intent to limit the sources of income 
that mutual funds could claim in exchange for favorable tax treatment. Subchapter M again 
limited the sources of qualifying income to income derived from dividends, interest, and gains 
from the sale or other disposition of stock or securities. As in 1936, Congress was clearly aware 
of the existence of commodity markets, but did not list commodity investments in the statute as 
one ofthe types of qualifying income. 

In 1986, Congress expanded the list of sources of qualifying income under Section 
851 (b )(2) , but for the third time, excluded investments in commodities. 18 The 1986 amendment 
provided an explicit list of additional sources of income that mutual funds could claim, adding 
"foreign currency, and other income (including but riot limited to gains from options or futures 
contracts) derived with respect to its business of investing in such stock, securities, or 
currencies." Congress could have expanded the list further to include commodities, but chose 
not to do SO.19 Indeed, as the IRS noted in its Rev. Rule 2006-1 holding that a derivative contract 
referencing a commodity index was not a securities for purposes of Section 851, Congress did 
not intend "an expansive construction of the term' securities. ",20 

15 "The Federal income tax provisions applicable to mutual funds were fIrst enacted in 1936. The basic structure of 
and principle of these provisions, which are found in subchapter M of the Internal Revenue Code, have remained 
unchanged." 132 Congo Rec. 4045, 1986 (Remarks of Senator Armstrong)(March 7, 1986). In 1936, mutual funds 
were referred to as mutual investment companies. 
16 See the Commodity Exchange Act of 1936, P.L. 74-765. 
17 See 132 Congo Rec. 4046 (Remarks of Senator Armstrong)(March 7,1986). 
18 See Tax Reform Act of 1986, P.L. 99-514. 
19 See letter from Acting Assistant Secretary ofthe Treasury (Tax Policy) J. Roger Mentz, dated February 5, 1986, 
inserted into the Congressional Record by Senator Armstrong, at 132 Congo Rec. 4046. Mr. Mentz's letter stated 
that Treasury would generally not treat as qualifying income gains from trading in commodities, even if the purpose 
of that trading was to hedge a related stock investment. 
20 Rev. Rul. 2006-1 , at 5. 
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In "()1O, Congress reaiTirmed its illlcnt to exclude cnm nlOdit ics from the qualifving 
incornL' or mutual fu nds when it enacted a bill to l1lodcrn izl..: statutory prov isions affecting 11111ltmt 

fund s. thc Regulated Investment Company Modcrni!.lltion Au. I'L 111-325 . As originally 
in troduced in 2009. and as passed by the House in 20 I O. Section 20 I (a) of that Aet. then 
designated H.R. 4337. wou ld have expl ici tly permillcd mut ual funds to invest in "commodities" 
under Section 85 1 (b )(2). Several Senators expressed conce rn that all owing the S II tri lli on 
mu tua! fu nd industry unrestricted commodity in vestments WDuld exacerhate excess ive 
spcwlation in Ih e commodity markets and ubjceled to the provision. In response, the provis ion 
was removed from the bill which was then approved by the Senate. Remova l oCthe commodil ies 
provision was. in fac t. the onl y change made in the House-passed bill. The I-louse then agrecd 10 

the bill as amcnd ed by the Senate, enacti ng it into law IVhile rcafiinning Congressional intcnt to 
exc lude. cOllllllod ilies Ii'om thc qualifying income lor mutual funds. 

Despite Congress' in tent to limit mutual fund inwstment in cClillmod iti cs. the IRS has 
lI sc.:d its administrative authority LO perm it stich investments. The resu lti ng private Jetler rulings 
have unleashed a flood of speCU lative commodi ty in vestments that may havc contr ibuted to 
excessive speculation. The IRS should not usc its private Iellcr authority to enable mutua l funds 
tn do indirectly I\'hatthe law does not permit them to do direct ly. 

Requested Relief. Thi s leuer urges the IRS tll take immediate action to pcrmaneml y halt 
the further is>ullllec of private leller rulings that "lIo\\' mutua l Cun eis lCl ci rcul11YCnt the income 
source res tri ctions inl RC S51(b)(2) and make unlimited indireci in vest ments in commodities. In 
addit ion, the IRS should ree valuate the tax treatment "C all mutual Cunds cur renil y allowed to 
treat indircct commocl it y investments as income deri ved Croll) '"securitic's" uncler Section 85 1. 

Thank yo u tor your considcrati on. 

Ranldng ~·A iJlnrily iVlelllber 
Permanent Subcommi ttee 011 In\'cstigations 

Car l Levin 
Chairman 
Permanent Subcolllmillee on Investigations 

cc : lhe Honnrahh.: Til1l Gei tilncr. Secretary of" 1 hI.:: TrCil SLJ f :-

Emil) i\,'Ic ~ l ahon . Acting Assis lalll Trc<lsmy SCt:I\:lar:- ~ Tax IJulit:y) 
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This responds to the request dated January 3, 2005, and supplemental 
correspondence dated March 27, 2006, and April 6, 2006, submitted by your authorized 
representative on behalf of Funds. Funds request that the Internal Revenue Service 
rule that income and gain arising from the commodities-linked note described in this 
letter will constitute qualifying income to Funds under section 851 (b)(2) of the Internal 
Revenue Code of 1986, as amended (the Code). 

FACTS 

Each Fund is registered as a management investment company under the 
Investment Company Act of 1940,15 U.S.C. 80a-1 et seq ., as amended (the 1940 Act) . 
Each Fund intends to qualify as a regulated investment company (RIC) under 
Subchapter M, part 1 of the Code. 

Each Fund intends to invest in commodities-linked notes having the terms and 
conditions of the following note ("Note"): The Note will be issued to a Fund at par value 
in increments of $x. Its payout formula will be determined with reference to Index. Its 
term will be one year and one day. A Fund, as holder of the Note, has the right to put 
the Note to the issuer at the calculated redemption price based on the closing Index as 
of the end of the next day after notification to the issuer. In addition, if the Index falls to 
a level that is equal to or more than y% below the beginning Index value on any day, the 
Note will "knockout" and automatically redeem based on the closing Index value of the 
next day. The repayment obligation upon early redemption, knockout , or at maturity is 
calculated by first multiplying (A) the face amount of the Note, by (8) a leverage factor 
of z, by (C) the percentage of the increase or decrease of the beginning Index level 
compared to the ending Index level for the applicable period . To this amount is added 
the face amount of the Note plus a coupon amount calculated at a w% rate times the 
face amount of the Note. From this amount is subtracted an annual fee amount of v 
basis points of the notional value (leveraged face amount) of the Note. 

Funds make the following representations with respect to this Note: 

(1) The issuer of the Note will receive payment in full of the purchase price of the 
Note substantially contemporaneously with the delivery of the Note; 

(2) A Fund while holding the Note will not be required to make any payment to 
the issuer of the Note in addition to the purchase price paid for the Note, whether as 
margin, settlement payment, or otherwise, during the life of the Note or at maturity; 

(3) The issuer of the Note is not subject by the terms of the instrument to mark
to-market margining requirements of the Commodities Exchange Act, 7 U.S.C. 2, as 
amended (CEA); and 
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(4) The Note is not marketed as a contract of sale of a commodity for future 
delivery (or option on such a contract) subject to the CEA. 

LAW AND ANALYSIS 

Section 851 (b)(2) of the Code provides that a corporation shall not be considered 
a RIC for any taxable year unless it meets an income test (the "qualifying income 
requirement"). Under this test, at least 90 percent of its gross income must be derived 
from certain enumerated sources. Section 851 (b)(2) defines qualifying income, in 
relevant part, as-

dividends, interest, payments with respect to securities loans (as defined 
in section 512(a)(5)), and gains from the sale or other disposition of stock 
or securities (as defined in section 2(a)(36) of the 1940 Act) or foreign 
currencies, or other income (including but not limited to gains from 
options, futures or forward contracts) derived with respect to [the RIC's] 
business of investing in such stock, securities, or currencies .... 

Section 2(a)(36) of the 1940 Act defines the term "security" as-

any note, stock, treasury stock, security future, bond, debenture, evidence of 
indebtedness, certificate of interest or participation in any profit-sharing 
agreement, collateral-trust certificate, preorganization certificate or subscription, 
transferable share, investment contract, voting-trust certificate, certificate of 
deposit for a security, fractional undivided interest in oil, gas, or other mineral 
rights, any put, call, straddle, option, or privilege on any security (including a 
certificate of deposit) or on any group or index of securities (including any interest 
therein or based on the value thereof), or any put, call, straddle, option, or 
privilege entered into on a national securities exchange relating to foreign 
currency, or, in general, any interest or instrument commonly known as a 
"security", or any certificate of interest or participation in, temporary or interim 
certificate for, receipt for, guarantee of, or warrant or right to subscribe to or 
purchase, any of the foregoing. 

Section 2(f)(1) of the CEA provides that the CEA is not applicable to a hybrid 
instrument that is predominantly a security. Section 2(f)(2) of the CEA provides that a 
hybrid instrument shall be considered to be predominantly a security if-

(A) the issuer of the hybrid instrument receives payment in full of the purchase 
price of the hybrid instrument, substantially contemporaneously with the delivery of the 
hybrid instrument; 

(B) the purchaser or holder of the hybrid instrument is not required to make any 
payment to the issuer in addition to the purchase price paid under subparagraph (A), 
whether as margin, settlement payment, or otherwise, during the life of the hybrid 
instrument or at maturity; 
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(C) the issuer of the hybrid instrument is not subject by the terms of the 
instrument to mark-to-market margining requirements; and 

(D) the hybrid instrument is not marketed as a contract of sale of a commodity 
for future delivery (or option on such a contract) subject to the CEA. 

Section 2(f)(3) of the CEA provides, in part , that for purposes of section 2(f)(2)(C) 
of the CEA, mark-to market margining requirements do not include the obligation of an 
issuer of a secured debt instrument to increase the amount of collateral held in pledge 
for the benefit of the purchaser of the secured debt instrument to secure the repayment 
obligations of the issuer under the secured debt instrument. 

CONCLUSION 

Based on the facts as represented, we rule that income and gain arising from the 
Note constitute qualifying income to Funds under section 851(b)(2) of the Code. 

Sincerely, 

William E. Coppersmith 
William E. Coppersmith 
Chief, Branch 2 
Office of the Associate Chief Counsel 
(Financial Institutions & Products) 



Internal Revenue Service 

Number: 200647017 
Release Date: 11/24/2006 

Index Number: 851.02-00 

Legend: 

Fund = 

Subsidiary = 
State = 
Country = 
v = 

W = 

x = 

y = 
z = 
Index 1 = 
Index 2 = 
Index 3 = 
Index 4 = 

Department of the Treasury 
Washington, DC 20224 

Third Party Communication: None 
Date of Communication 

Person To Contact: 

Telephone Number: 

Refer Reply To: 

CC:FIP:B02 
PLR-125782-06 

,IDNo. 

Date: August 10, 2006 

Permanent Subcommittee on Investigations 

EXHmIT#2b 
~--~-----------~ 



PLR-125782-06 2 

Dear 

This responds to your request received May 17, 2006, and supplemental 
correspondence dated June 22, 2006, submitted by your authorized representative on 
behalf of Fund. Fund requests that the Internal Revenue Service rule that: 1} income 
and gain arising from the commodities-linked notes described in this letter will constitute 
qualifying income to Fund under section 851 (b}(2) of the Internal Revenue Code of 
1986, as amended; and 2} that income earned from the ownership of a wholly-owned 
subsidiary that is a controlled foreign corporation constitutes qualifying income to Fund 
under section 851 (b}(2). 

FACTS 

Fund is organized as a State business trust and is registered as an open-end 
management investment company under the Investment Company Act of 1940, 15 
U.S.C. 80a-1 et seq., as amended (the 1940 Act). Fund intends to qualify as a 
regulated investment company (RIC) under section 851 . 

Commodities-linked Notes 

Fund intends to invest in commodities-linked notes having the terms and 
conditions of the following note (Note): The Note will be issued to a Fund at par value 
of $v. Its payout formula will be determined with reference to one of the following 
indices: Index 1, Index 2, Index 3, or Index 4 (Index). Its term will be nine months. 
Fund, as holder of the Note, has the right to request prepayment of the Note at any time 
at the calculated redemption price based on the closinq Index on the trading day on 
which the request is received or, in certain circumstances, the next following trading 
day. In addition, if on any day, the closing price of the Index falls to a level that is at 
least w% below the closing price of the Index on the day the Note was issued, then a 
mandatory repayment of the Note is triggered and the Note will "knockout" and 
automatically redeem based on the closing Index value of the next trading day. The 
repayment obligation upon early redemption, knockout, or at maturity equals the face 
amount of the Note plus or minus the following adjustment. In calculating the 
adjustment, the face amount of the Note is multiplied by (A) a leverage factor of x, and 
by (8) the percentage increase or decrease of the closing price of the Index on the day 
the Note was issued as compared to its value on the applicable payment calculation 
date. The total is then adjusted to account for a coupon amount calculated at a y rate 
times the face amount of the Note, for an annual fee amount of z basis points of the 
notional value (leveraged face amount) of the Note, and for the reversal of an interest 
factor included in the Index. 
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Fund makes the following representations with respect to this Note: 

(1) The issuer of the Note will receive payment in full of the purchase price of the 
Note substantially contemporaneously with the delivery of the Note; 

(2) Fund while holding the Note will not be required to make any payment to the 
issuer of the Note in addition to the purchase price paid for the Note, whether as 
margin, settlement payment, or otherwise, during the life of the Note or at maturity; 

(3) The issuer of the Note is not subject by the terms of the instrument to mark
to-market margining requirements of the Commodities Exchange Act, 7 U.S.C. 2, as 
amended (CEA); and 

(4) The Note is not marketed as a contract of sale of a commodity for future 
delivery (or option on such a contract) subject to the CEA. 

Controlled Foreign Corporation 

Fund intends to form a wholly-owned subsidiary (Subsidiary) that will be a foreign 
corporation. Subsidiary will be incorporated as an exempted limited company under the 
laws of Country. Under the laws of Country, an exempted limited company provides for 
limited liability for all holders of shares. A shareholder's liability is limited to the amount, 
if any, unpaid with respect to the shares acquired by the shareholder. Subsidiary will 
file an election on Form 8832 to be taxed as a corporation pursuant to §301 .7701-3 of 
the Procedure and Administration regulations. 

Fund represents that, although Subsidiary will not be registered as an investment 
company under the 1940 Act, Subsidiary will comply with the requirements of section 
18(f) of the 1940 Act, Investment Company Act Release No. 10666, and related SEC 
guidance pertaining to asset coverage with respect to transactions in commodity index 
swap agreements and other transactions in derivatives. 

Fund will invest a portion of its assets in its Subsidiary, subject to the limitations 
set forth in section 851 (b)(3). Subsidiary will invest in commodity and financial futures 
and options contracts, and fixed income securities that serve as collateral for these 
contracts. Subsidiary may also invest in cash-settled nondeliverable forward contracts. 

It is expected that all of Subsidiary's income will be subpart F income; Fund may 
also receive income from Subsidiary, however, that is not properly characterized as 
subpart F income. 

LAW AND ANALYSIS 
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Section 851(b)(2) provides that a corporation shall not be considered a RIC for 
any taxable year unless it meets an income test (the "qualifying income requirement") . 
Under this test, at least 90 percent of its gross income must be derived from certain 
enumerated sources. Section 851(b)(2) defines qualifying income, in relevant part, as-

dividends, interest, payments with respect to securities loans (as defined 
in section 512(a)(5)), and gains from the sale or other disposition of stock 
or securities (as defined in section 2(a)(36) of the 1940 Act) or foreign 
currencies, or other income (including but not limited to gains from 
options, futures or forward contracts) derived with respect to [the RIC's] 
business of investing in such stock, securities, or currencies ... . 

Section 2(a)(36) of the 1940 Act defines the term "security" as-

any note, stock, treasury stock, security future, bond, debenture, evidence 
of indebtedness, certificate of interest or participation in any profit-sharing 
agreement, collateral-trust certificate, preorganization certificate or 
subscription, transferable share, investment contract, voting-trust 
certificate, certificate of deposit for a security, fractional undivided interest 
in oil, gas, or other mineral rights, any put, call, straddle, option, or 
privilege on any security (including a certificate of deposit) or on any group 
or index of securities (including any interest therein or based on the value 
thereof), or any put, call, straddle, option , or privilege entered into on a 
national securities exchange relating to foreign currency, or, in general, 
any interest or instrument commonly known as a "security", or any 
certificate of interest or participation in, temporary or interim certificate for, 
receipt for, guarantee of, or warrant or right to subscribe to or purchase, 
any of the foregoing. 

Section 2(f)(1) of the CEA provides that the CEA is not appl icable to a hybrid 
instrument that is predominantly a security. Section 2(f)(2) of the CEA provides that a 
hybrid instrument shall be considered to be predominantly a security if-

(A) the issuer of the hybrid instrument receives payment in full of the purchase 
price of the hybrid instrument, substantially contemporaneously with the delivery of the 
hybrid instrument; 

(8) the purchaser or holder of the hybrid instrument is not required to make any 
payment to the issuer in addition to the purchase price paid under subparagraph (A), 
whether as margin, settlement payment, or otherwise, during the life of the hybrid 
instrument or at maturity; 

(C) the issuer of the hybrid instrument is not subject by the terms of the 
instrument to mark-to-market margining requirements; and 



PLR-125782-06 5 

(0) the hybrid instrument is not marketed as a contract of sale of a commodity 
for future delivery (or option on such a contract) subject to the CEA. 

Section 2(f)(3) of the CEA provides, in part, that for purposes of section 2(f)(2)(C) 
of the CEA, mark-to-market margining requirements do not include the obligation of an 
issuer of a secured debt instrument to increase the amount of collateral held in pledge 
for the benefit of the purchaser of the secured debt instrument to secure the repayment 
obligations of the issuer under the secured debt instrument. 

In addition, section 851(b) provides that, for purposes of section 851(b)(2), there 
shall be treated as dividends amounts included in gross income under section 
951 (a)(1 )(A)(i) or 1293(a) for the taxable year to the extent that, under section 959(a)(1) 
or 1293(c) (as the case may be), there is a distribution out of the earnings and profits of 
the taxable year which are attributable to the amounts so included. 

Section 957 defines a controlled foreign corporation (CFC) as any foreign 
corporation in which more than 50 percent of (1) the total combined voting power of all 
classes of stock entitled to vote, or (2) the total value of the stock is owned by United 
States shareholders on any day during the corporation's taxable year. A United States 
shareholder is defined in section 951(b) as a United States person who owns 10 
percent or more of the total voting power of a foreign corporation. Fund will own 100 
percent of the voting power of the stock of Subsidiary. Fund is a United States person. 
Subsidiary therefore will qualify as a CFC under these provisions. 

Section 951 (a)(1) provides that, if a foreign corporation is a CFC for an 
uninterrupted period of 30 days or more during any taxable year, every person who is a 
United States shareholder of this corporation and who owns stock in this corporation on 
the last day of the taxable year in which the corporation is a CFC shall include in gross 
income the sum of the shareholder's pro rata share of the CFC's subpart F income for 
the taxable year. 

Section 952 defines subpart F income to include foreign base company income 
determined under section 954. Under section 954(a)(1), foreign base company income 
includes foreign personal holding company income determined under section 954(c). 
Section 954(c) defines foreign personal holding company income to include dividends, 
interest, royalties, rents, and annuities; gains in excess of losses from transactions 
(including futures, forward, and similar transactions) in any commodities; and net 
income from notional principal contracts not entered into for purposes of hedging any 
other described income item. 

Subsidiary's investments may generate foreign personal holding company 
income under section 954(c), which is subpart F income. Fund would therefore include 
in income the sum of the pro rata share of Subsidiary's subpart F income for the taxable 
year in accordance with section 951. 
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CONCLUSION 

Based on the facts as represented, we rule that income and gain arising from the 
Notes constitutes qualifying income to Fund under section 851(b)(2). We further rule 
that income derived by Fund from its investments in Subsidiary, whether or not 
attributable to subpart F income, is income derived with respect to Fund's business of 
investing in the stock of Subsidiary and thus constitutes qualifying income to Fund 
under section 851 (b)(2). 

This ruling is directed only to the taxpayer who requested it, and is limited to the 
facts as represented by the taxpayer. Section 611 O(k)(3) provides that this letter may 
not be used or cited as precedent. 

Sincerely, 

Susan Thompson Baker 
Susan Thompson Baker 
Assistant to the Branch Chief, Branch 2 
Office of Associate Chief Counsel 
(Financial Institutions and Products) 
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This responds to your request dated March 8, 2007, and supplemental 
correspondence dated March 20, 2007, submitted by your authorized representative on 
behalf of Fund A and Fund B (each a "Fund," and collectively, the "Funds"). Funds 
request that the Internal Revenue Service rule that income arising from investments in 
its wholly-owned subsidiaries constitutes qualifying income for purposes of section 
851(b)(2) of the Internal Revenue Code of 1986, as amended (the "Code"). 

FACTS 

Fund A is organized as a series of Trust, a business trust organized under the 
laws of State A. Fund B is a statutory trust organized under the laws of State B. Each 
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Fund is registered as an open-end management investment company (or series thereof) 
under the Investment Company Act of 1940,15 U.S.C. 80a-1 et seq., as amended (the 
1940 Act). Each Fund qualifies as a regulated investment company (RIC) under section 
851 of the Code. 

Each Fund has an investment objective of total retum and pursues its investment 
objective by investing in commodity-linked derivative instruments backed by a portfolio 
of fixed-income securities. 

Each Fund intends to form a wholly-owned subsidiary (each a "Subsidiary," and 
collectively the "Subsidiaries") that will be a foreign corporation. Each Subsidiary will be 
incorporated as an exempted limited company underthe laws of Country. Under the 
laws of Country, an exempted limited company provides for limited liability for all holders 
of shares. A shareholder's liability is limited to the amount, if any, unpaid with respect to 
the shares acquired by the shareholder. Each Subsidiary will file an election on Form 
8832, Entity Classification Election, to be taxed as a corporation pursuant to section 
301.7701-3 of the Procedure and Administration Regulations. 

Funds represent that, although the Subsidiaries will not be registered as 
investment companies under the 1940 Act, each Subsidiary will comply with the 
requirements of section 18(f) of the 1940 Act, Investment Company Act Release No. 
10666, and related SEC guidance pertaining to asset coverage with respect to 
transactions in commodity index swap agreements and other transaction in derivatives. 

Each of the Funds will invest a portion of its assets in its wholly-owned 
Subsidiary, subject to the limitations set forth in section 851 (b)(3). Each Subsidiary is 
expected to invest in commodity futures and notional principal contracts but may also 
invest in other securities, debt or cash. It is expected that all of the Subsidiaries' income 
will be subpart F income. Each Fund, however, may also receive income from its 
Subsidiary that is not properly characterized as subpart F income. 

LAW AND ANALYSIS 

Section 851 (b)(2) of the Code provides that a corporation shall not be considered 
a RIC for any taxable year unless it meets an income test (the "qualifying income 
requirement"). Under this test, at least 90 percent of its gross income must be derived 
from certain enumerated sources. Section 851 (b)(2) defines qualifying income, in 
relevant part, as-

dividends, interest, payments with respect to securities loans (as defined 
in section 512(a)(5)), and gains from the sale or other disposition of stock 
or securities (as defined in section 2(a)(36) of the 1940 Act) or foreign 
currencies, or other income (including but not limited to gains from 
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options, futures or forward contracts) derived with respect to [the RIC's] 
business of investing in such stock, securities, or currencies .... 

Section 851(b) of the Code further provides that, for purposes of section 
851 (b)(2), there shall be treated as dividends amounts included in gross income under 
section 951 (a)(1 )(A)(i) or section 1293(a) for the taxable year to the extent that, under 
section 959(a)(1) or section 1293(c) (as the case may be), there is a distribution out of 
the eamings and profits of the taxable year that are attributable to the amounts so 
included. 

Section 957 of the Code defines a controlled foreign corporation ("CFC") as any 
foreign corporation in which more than 50 percent of (1) the total combined voting 
power of all classes of stock entitled to vote, or (2) the total value of the stock is owned 
by United States shareholders on any day during the corporation's taxable year. A 
United States shareholder is defined in section 951(b) as a United States person who 
owns 10 percent or more of the total voting power of a foreign corporation. Each Fund 
will own 100 percent of the voting power of its Subsidiary. Each Fund is a United States 
person. Each Subsidiary therefore will qualify as a CFC under these provisions. 

Section 951 (a)(1) provides that, if a foreign corporation is a CFC for an 
uninterrupted period of 30 days or more during any taxable year, every person who is a 
United States shareholder of this corporation and who owns stock in this corporation on 
the last day of the taxable year in which the corporation is a CFC shall include in gross 
income the sum of the shareholder's pro rata share of the CFC's subpart F income for 
the taxable year. 

Section 952 of the Code defines subpart F income to include foreign base 
company income determined under section 954. Under section 954(a)(1), foreign base 
company income includes foreign personal holding company income determined under 
section 954(c). Section 954(c) defines foreign personal holding company income to 
include dividends, interest, royalties, rents, and annuities. 

Subsidiaries' investments in commodity futures, notional principal contracts, debt, 
cash, and other securities will produce income that may generate foreign personal 
holding company income under section 954(c) of the Code, which is subpart F income. 
Each Fund would therefore include in income the sum of its respective pro rata shares 
of its Subsidiary's subpart F income for the taxable year in accordance with section 951. 

Section 851 (b) of the Code includes a specific rule providing dividend treatment 
for certain subpart F inclusions (those attributable to distributions out of earnings and 
profits). Subpart F inclusions also constitute RIC qualifying income under section 
851 (b)(2)(A), which states that qualifying income includes "other income ... derived with 
respect to [the RIC's] business of investing in ... stock, securities, or currencies" (the 
"other income rule"). 
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The investment by each Fund in its Subsidiary, which is a corporation for federal 
income tax purposes, will be an investment in stock. Each Fund's income from its 
Subsidiary will be derived from its stock ownership and thus will be "income derived with 
respect to its business of investing in such stock" under the other income rule of 
section 851 (b)(2)(A) of the Code. 

CONCLUSION 

We rule that income derived by each Fund from its investments in its wholly
owned Subsidiary is qualifying income to each Fund under section 851 (b )(2) of the 
Code without regard to whether the income is subpart F income or is from another 
source and without regard to whether the income has been distributed. 

No opinion is expressed as to whether each Fund qualifies as a RIC that is 
taxable under subchapter M, part I of the Code . 

This ruling is directed only to the taxpayers who requested it. Section 6110G)(3) 
of the Code provides that it may not be used or cited as precedent. 

Sincerely, 

Susan Thompson Baker 
Susan Thompson Baker 
Assistant to the Branch Chief, Branch 2 
Office of the Associate Chief Counsel 
(Financial Institutions & Products) 
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Subchapter M-Regulated Investment 
Companies and Real Estate Investment Trusts 

Pa)'t 
1. Regulated investment companies. 
II. Real estate investment t rusts. 
III. P rovisions which apply to both r egulated in -

vestment companies and r eal estat e invest
ment trusts. 

IV. Real estate mortgage investment conduits. 
[V. Repealed.) 

AMENDMENTS 

2004- Pub. L. 108- 357, title VIII, §835(b)(12), Oct. 22, 
2004, 118 Stat. 1591, struck out Item for part V "Finan
cial asset securitization investment trusts". 

199B-Pub. L. 104-188, title I, 11621(0), Aug. 20, 1996, 110 
Stat. 1867 , added item for part V. 

1983-Pub. L. 100-647, title I, §1018(u)(30). Nov. 10, 1988, 
102 Stat. 3591, added item for part IV. 

197B- Pub. L. 95-600, title ITI, §362(d)(8). Nov. 6, 1978, 92 
Stat. 2852, added item for part ill . 

Sec. 

PART I-REGULATED INVESTMENT 
COMPANIES 

851. Deflnl tion of regulated investment company. 
852. Taxation of regulated Investment companies 

and their shareholders. 
853. Foreign tax credit allowed to shareholders . 
853A. Credits from tax credit bonds allowed to 

shareholders. 
854. Limitations applicable to d.lvidends received 

from regulated investment company. 
855. Dividends paid by regulated Investment com-

pany after close of taxable year . 

AMENDMENTS 

2009-Pub. L. 111-5, div. B, titl e I, §1541(b)(3), Feb. 17, 
2009,123 Stat. 362, added item 853A. 

198O-Pub. L. 96-223, title IV , §404(b)(7), Apr. 2, 1980, 94 
Stat. 307, Inserted "and taxable Interest" after "divi
dends" In item 854 for taxable years after Dec. 31, 1980, 
and before Jan. I , 1982. 

1960--Pu b. L . 86-779, §10(b)(I), Sept: 11, 1960, 74 Stat. 
1008, inserted " and Real Estate Investment Trusts" in 
subcha pter M beading, part I and part n designations 
thereunder and part I deSignation preceding table of 
sections numbered 851 to 855. 

§851. Definition of regulated investment com
pany 

(a) General rule 
For purposes of this subtitle, the term " regu

lated investment company" means any domestic 
corporation-

(1) which, at all times during the taxable 
year-

(A) is registered under the Investment 
Company Act of 1940, as amended (15 U.S.C. 
8Da-1 to BOb--2) as a management company or 
unit investment trust, or 

CE) has in effect an election under such 
Act to be treated as a business development 
company, or 

(2) which is a common trust fund or similar 
fund excluded by section 3(c)(3) of such Act (15 
U.S.C. SOar-3(c» from the definition of " invest
ment company" and is not included in the def
inition of "common trust fund" by section 
584(0). 

(b) Limitations 
A corporation shall not be considered a regu

lated investment company for any taxable year 
unless-

(1) it files with its return for the taxable 
year an election to be a regulated investment 
company or has made such election for a pre
vious taxable year; 

(2) at least 90 percent of its gross income 1s 
derived from-

(A) dividends, interest, payments with re
spect t o securities loans (as defined in sec
tion 512(a)(5», and gains from the sale or 
other disposition of s tock or securities (as 
defined in section 2(a)(36) of the Investment 
Company Act of 1940, as amended) or fore ign 
currencies, or other lncome (including but 
not limited to gains from options, futures or 
forward contracts) derived with respect to 
its business of investing in such stock, secu
rities, or curr encies, and 

(B) net income derived from an interest in 
a qualified publicly traded partnership (as 
defined in subsection (h»; and 

(3) a t the close of each quarter of the taxable 
year-

(A) at least 50 percent of the value of its 
total assets is represented by-

(i) cash and cash items (including receiv
ables), Government securities and securi
t ies of other regulated investment compa
nies, and 

(ii) other securities for purposes of this 
calculation limited, except and to the ex
tent provided in subsection (e), in respect 
of anyone issuer to an amount not greater 
in value than 5 percent of the value of the 
total assets of the taxpayer and to not 
more than 10 percent of the outstanding 
voting securities of such issuer, and 

(B) not more than 25 percent of the value 
of its total assets is invested in-

(0 the securities (other than Govern
ment securities or t he securities of other 
regulated investment companies) of any 
one issuer , 

(ti) the securities (other than the securi
ties of other regulated investment compa
nies) of two or mOl'e issuers which the tax
payer controls and which are determined, 
under regulations prescribed by the Sec
retary, to be engaged in the same or simi
lar trades or businesses or related trades 
or businesses, or 

(tii) t he securities of one or more quali
fied publicly t raded partnerships (as de
fined in subsection' (h». 

For purposes of paragraph (2), there shall be 
treated as dividends amounts included in gross 
income under section 951(a)(1)(A)(i) or 1293(a) for 
the taxable year to the extent that, under sec
tion 959(a)(1) or 1293(c) (as the case may be), 
there is a distribution out of the earnings and 
profits of the taxable year which are attrib
utable to the amounts so i.ncluded. For purposes 
of paragraph (2), the Secretary may by regula
tion exclude from qualifying income foreign cur
rency gains which are not directly related to the 
company's principal business of investing in 
stock or securities (or options and futures with 
respect to stock or securities). For purposes of 
paragraph (2), amounts excludable from gross in
come under section 103(a) shall be treated as in
cluded in gross income. Income derived from a 
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partnership (other than a qualified publicly 
t raded partnership as defined in subsection (h» 
or trust shall be treated as described in para
graph (2) only to the extent such income is at
tributable to items of incom e of the partnership 
or trust (as the case may be) which would be de
scribed in paragraph (2) if realized by the regu
lated investment company in the same manner 
as realized by the partnership or trust. 
(e) Rules applicable to subsection (b)(3) 

For purposes of subsection (b)(3) and this sub
section-

(1) In ascertaining the value of the tax
payer's investment in the securities of an is
suer, for the purposes of subparagraph (B), 
there shall be included its proper proportion of 
the investment of any other corporation, a 
member of a controlled group, in the securi
t ies of such issuer. as determined under regu
lations prescribed by the Secretary. 

(2) The term "controls" means the owner
ship in a corporation of 20 percent or more of 
t he total combined voting power of all classes 
of stock ent itled to vote. 

(3) The term "controlled group" means one 
or more chains of corporations connected 
through st ock ownership with the taxpayer 
if-

(A) 20 percent or more of the total com
bined voting power of all classes of stock en
titled to vote of each of the corporations (ex
cept the taxpayer) is owned directly by one 
or more of the other corporations, and 

(B) the taxpayer owns directly 20 percent 
or more of the total combined voting power 
of all classes of stock entitled to vote, of at 
least one of the other corporations. 

(4) The term "value" means, with respect to 
securities (other than those of majority-owned 
subsidiaries) for which market quotations are 
readily available, the market value of such se
curities; and with respect to other securities 
and assets , fair value as determined in good 
faith by the board of directors, except t hat in 
the case of securities of majority-owned sub
sidiaries which are investment companies such 
fair value shall n ot exceed market value or 
asset value, whichever Is higher. 

(5) The term "outstanding voting securities 
of such issuer" shall include the equity securi
ties of a qualified publicly traded partnership 
(as defined in subsection (h). 

(6) All other terms shall have the same 
meaning as when used in the Investment Com
pany Act of 1940, as amended. 

(d) Determination of status 
(1) In general 

A corporation which meets the requirements 
of subsections (b)(3) and (c) at the close of any 
quarter shall not lose its status as a regulated 
investment company because of a discrepancy 
during a subsequent quarter between the value 
of its various investments and such require
ments unless such discrepancy exists imme
diately after the acquisition of any securi ty or 
other property and is wholly or partly the re
sult of such acquisition. A corporation which 
does not meet such requirements at the close 
of any quarter by reason of a discrepancy ex-

isting immediate ly after the acq uisition of 
any securi ty or other property which is wholly 
or partly the result of 'such acquisition during 
such quarter shall not lose its status for such 
quarter as a regulated investment company if 
such discrepancy is eliminated within 30 days 
after the close of such quarter and in such 
cases it shall be considered to have met such 
requirements at the close of such quarter for 
purposes of applying the preceding sentence. 
(2) Special rules regarding failure to satisfy re-

quirements 

If paragraph (1) does not preserve a corpora
tion's status as a regulated investment com
pany for any particular quarter-

(A) In general 

A corporation that fails to meet the re
quirements of subsection (b)(3) (other than a 
failure described in subparagraph (B)(l» for 
such quarter sh all nevertheless be consid
ered to have satisfied the requi rements of 
such subsection for such quarter if-

(i ) following t he corporation 's identifica
tion of the failure to satisfy the require
ments of such subsection for such quarter. 
a description of each asset that causes th e 
corporation to fail to satisfy the require
ments of such subsection at the close of 
such quarter is set forth in a schedule for 
such quarter filed in the manner provided 
by the Secretary. 

Oi) the failure to m eet the requirements 
of such subsection for such quarter is due 
to reasonable cause and not due to willful 
neglect, and 

(tii)(I) the corporation disposes of the as
sets set forth on the schedule speCified in 
clause (D within 6 months after the last 
day of the quarter in which the corpora
tion's identification of the failure to sat
isfy the requirements of such subsection 
occurred or such other time period pre
scribed by the Secretary and in t he man
n er prescribed by the Secretary, or 

(II) the requirements of such subsection 
a re other wise met within the time period 
specified in subclause (1) . 

(B) Rule for certain de minimis failures 

A corporation that fails to meet the re
quirements of subsection (b)(3) for such 
quarter shall nevertheless be considered to 
have satisfied the requirements of such sub
section for such quarter if-

(1) such failure is due to the ownership of 
assets the total value of which does not ex
ceed the lesser of-

(I) 1 percent of the total value of the 
corporation's assets at the end of the 
quarter for which such measurement is 
done, or 

(II) $10,000,000, and 

(ii)(1) the corporation , fo llowing the 
identification of such fa ilure, disposes of 
assets in order to meet the requirements of 
such subsection within 6 months after the 
last day of the quarter in which the cor
poration 's identification of the failure to 
satisfy the requirements of such sub
section occurred or such other time period 
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prescribed by t he Secretary and in the 
manner prescribed by the Secretary, or 

(n) the requirements of such subsection 
are otherwise met within the time period 
specified in subclause (I). 

(e) Tax 
(i) Tax imposed 

If subparagraph (A) applies to a corpora
tion for any quarter, there is h ereby im
posed on such corporation a tax in an 
amount equal to the greater of-

(I) $50,000, or 
(II) the amount determined (pursuant 

to regulations promulgated by the Sec
retary) by multiplying the net income 
generated by the assets described in the 
schedule specified in subparagraph (A)C!) 
for the period specified in clause (11.) by 
the highest rate of tax speCified in sec
tion II. 

(ii) Period 

For purposes of clause (1)(11), the period 
described in this clause is the period begin
ning on the first date t hat the failure to 
satisfy t he requirements of subsection 
(b)(3) occurs as a result of t ·he ownership of 
such assets and ending on the earlier of 
the date on which the corporation disposes 
of such assets or the end of the first quar
ter when there is no longer a failure to sat
isfy such subsection. 
(iii) Administrative provisions 

For purposes of subtitle F , a tax imposed 
by this subparagraph shall be treated as an 
excise tax with respect to which the defi
ciency procedures C?f such subtitle apply. 

(e) Investment companies furnishing capital to 
development corporations 

(I) General rule 

If the Securities and Exchange Commission 
determines, in accordance with regulations is
sued by it. and certifies to the Secretary not 
ear11er than 60 days prior t o t he close of t he 
taxable year of a management company or a 
business development company described in 
subsection (a)(l). t hat such investment com
pany is principally engaged in the furnishlng 
of capital to other corporations which are 
prinCipally engaged in the development or ex
ploitation of inventions, technological im
provements, new processes, or products not 
previously generally available, such invest
ment company may, in the computation of 50 
percent of the value of its assets under sub
paragraph (A) of subsection (b)(3) for any quar
ter of such taxable year, include the value of 
any securities of an issuer, whether or not the 
investment company owns more than 10 per
cent of the outstanding voting securities of 
such issuer, the basis of which, when added to 
the basis of t he investment company for secu
r itles of such issuer previously acquired, did 
not exceed 5 percent of the value of the t otal 
assets of the investment company at the time 
of t he subsequent acquisition of securities. 
The preceding sentence shall not apply to the 
securities of an issuer if t he investment com
pany has continuously held any securi ty of 

such issuer (or of any predecessor company of 
such issuer as determined under regulations 
prescribed by the Secretary) for 10 or more 
years preceding such quarter of such taxable 
year. 
(2) Limitation 

The provisions of this subsection sha.ll not 
apply at the close of any quarter of a taxable 
year to an investment company if at the close 
of such quarter more than 25 percent of the 
value of its total assets is represented by secu
rities of issuers with respect to each of which 
the investment company holds more than 10 
percent of the outstanding voting securities of 
such issuer and in respect of each of which or 
any predecessor thereof the investment com
pany has continuously held any security for 10 
or more years preceding such quarter unless 
the value of its total assets so represented is 
reduced t o 25 percent or less within 30 days 
after the close of such quarter. 
(3) Determination of status 

For purposes of this subsection, unless the 
Securities and Exchange Commission deter
m ines otherwise. a corporation shall be con
sidered to be principally engaged in t he devel
opment or explOitation of inventions, t echno
logical improvements, new processes, or prod
ucts not previously generally available, for at 
least 10 years after the date of the first acqui
sition of any security in such corporation or 
any predecessor thereof by such investment 
company if at the date of such acquisition the 
corporation or its predecessor was principally 
so engaged, and an investment company shall 
be considered at any date to be furnishing cap
ital to any company whose securities it holds 
if within 10 years prior to such date it has ac
quired any of such securities, or any securities 
surrendered in exchange therefor, from such 
other company or predecessor thereof. For 
purposes of the certification under thi s sub
section, the Securities and Exchange Commis
sion shall have authority to issue such rules. 
r egulations and orders. and to conduct such 
investigations and hearings, either public or 
private, as it may deem appropriate. 
(4) Definitions 

The terms used in this SUbsection shall have 
the same meaning as in subsections (b)(3) and 
(c) of this section. 

(1) Certain unit investment trusts 

For purposes of this title-
(1) A unit investment trust (as defined in the 

Investment Company Act of 1940)-
(A) Which is registered under such Act and 

issues periodic payment plan certificates (as 
defined in such Act) in one or more series, 

(B) substantially all of the assets of which, 
as to all such series, consist of (1) securities 
issued by a single m a nagement company (as 
defined in such Act) and securities acquired 
pursuant to subparagraph (C), or (ii) securi
ties issued by a single other corporation, and 

(C) which has no power to invest in any 
other securities except securities issued by a 
single other management company, when 
permitted by such Act or the rules and regu-
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lations of the Securities and Exchange Com
mission, 

shall not be treated as a person. 
(2) In the case of a unit investment trust de

scribed in paragraph (1)-
(A) each holder of an interest in such trust 

shall, to the extent of such interest, be 
treated as owning a proportionate share of 
the assets of such trust; 

(E) the basis of the assets of such trust 
which are treated under subparagraph (A) as 
being owned by a holder of an interest in 
such trust shall be the same as the basis of 
his interest in such trust; and 

(C) in determining the period for which the 
holder of an interest in such trust has held 
the assets of the trust which are treated 
under subparagraph (A) as being owned by 
him, there shall be included the period for 
which such holder has held his interest in 
such trust. 

This subsection shall not apply in the case of a 
unit investment trust which is a segregated 
asset account under the insurance laws or regu
lations of a State. 
(g) Special rule for series funds 

(1) In general 

In the case of a regulated investment com
pany (within the meaning of subsection (a» 
having more than one fund, each fund of such 
regulated investment company shall be treat
ed as a separate corporation for purposes of 
this title (except with respect to the defini
tional requirement of subsection (a)). 
(2) Fund defined 

For purposes of paragraph (1) the term 
"fund" means a segregated portfolio of assets, 
the beneficial interests in which are owned by 
the holders of a class or series of stock of the 
regulated investment company that is pre
ferred over all other classes or series in re
spect of such portfolio of assets. 

(h) Qualified publicly traded partnership 

For purposes of this section, the term "quali
fied publicly traded partnership" means a pub
licly traded partnership described in section 
7704(b) other than a partnership which would 
satisfy the gross income requirements of section 
7704(c)(2) if qualifying income included only in
come described in subsectipn (b)(2}(A). 
(i) Failure to satisfy gross income test 

(1) Disclosure requirement 

A corporation that fails to meet the require
ment of paragraph (2) of subsection (b) for any 
taxable year shall nevertheless be considered 
to have satisfied 'the requirement of such para
graph for such taxable year if-

(A) following the corporation's identifica
tion of the failure to meet such requirement 
for such taxable year, a description of each 
item of its gross income described in such 
paragraph is set forth in a schedule for such 
taxable year filed in the manner provided by 
the Secretary, and 

(E) the failure to meet such requirement is 
due to reasonable cause and not due to will
ful neglect. 

(2) Imposition of tax on failures 
If paragraph (1) applies to a regulated in

vestment company for any taxable year, there 
is hereby imposed on such company a tax in an 
amount equal to the excess of-

(A) the gross income of such company 
which is not derived from sources referred to 
in subsection (b)(2) , over 

(E) lh of the gross income of such company 
which is derived from such sources. 



DEPARTMENT OF THE TREASURY 

Washington, DC 

February 5,1986. 

Hon. RONNIE G. FLIPPO, 

MENTZ LETTER 

House of Representatives, Washington , DC. 

DEAR MR. FLIPPO: 

Thank you for your September 25, 1985, letter to former Assistant Secretary Pearlman requesting the 

Treasury Department's views on H.R. 3397. I apologize for the delay in responding. 

H.R. 3397 would amend the provisions of the Internal Revenue Code relating to regulated investment 

companies ("RICs"). The amendments would remove a limitation on the short-term trading activities of 

RICs, expand and clarify the types of income that may be earned by RIC's revise and clarify the treatment 

of RICs organized in series form, and make other minor changes. In general , the Treasury Department 

supports H.R. 3397. We believe, however, that revisions are needed to narrow the amendment of the 

income source rules and to provide certain transition rules. Our comments on the specific provisions of 

H.R. 3397 are described below. 

**** 

Sources of income of RICS. Section 851(b)(2) of the Code requires a RIC to derive at least 90 percent 

of its gross income from dividends, interest, payments with respect to securities loans, and gains from the 

sale or other disposition of stock or securities. This listing of qualifying income fails to include many types 

of investment-related income commonly received by RICs. 

The Internal Revenue Service has often gone beyond the literal terms of the statute in order to give a 

reasonable interpretation to section 851(b)(2). For example, the IRS has ruled privately that certain 

investment products will be treated as securities, gains from the sale or disposition of which will be 

qualifying income under section 851 (b)(2) . See G.C.M. 37233 (August 25, 1977) (options on securities); 

G.C.M. 38994 (January 21, 1983) (futures contracts on securities); and G.C.M. 39316 (July 31, 1984) 

(stock index futures, options on stock indexes, and options on stock index futures). In addition, the IRS 
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has ruled both publicly and privately that the receipt of certain other kinds of income, although not 

qualifying under section 851(b)(2), will not result in loss of RIC status. See Rev. Rul. 64-247, 1.964-2_ 

C.B. 1-79 (recovery of excess management fees) ; Rev. Rul. 74-2481.974-1 C.S. 167 (recovery of 

damages from investment advisor for breach of fiduciary duty); Llr. Rul. 8530016 (Apr.il 24, 1985) 

(recovery of state taxes) . Despite the flexibility that has been shown by the IRS, RICs often can be certain 

of the treatment of various income items only by obtaining a private ruling from the IRS. 

H.R. 3397 would amend section 851(b)(2) to expand the list of qualifying income of a RIC to include gains 

from the disposition of "foreign currency, and other income (including but not limited to gains from options 

or futures contracts) derived with respect to its business of investing in such stock, securities, or 

currencies." If section 851(b)(3) is repealed, additional pressure is placed on section 851 (b)(2) to limit the 

types of activities in which RICs may engage. We believe it is essential that two limits on the activities of 

RICs be retained. First, income qualifying under section 851 (b)(2) should be limited to income from 

property held for investment, as opposed to property held for sale to customers in the ordinary course of 

business. Second, income qualifying under section 851(b)(2) should be limited to income from stocks and 

securities, as opposed to other property. (The reimbursement or recovery of expenses and similar items 

should be treated as falling within these limits since they generally represent amounts that were offset 

against such income in past years.) For example, under the second limit, we would generally not treat as 

qualifying income gains from trading in commodities, even if the purpose of that trading is to hedge a 

related stock investment. 

H.R. 3397 would treat foreign currency gains as income qualifying under section 851(b)(2) . Foreign 

currency is a commodity and not a security. The purchase and sale of a stock or security denominated in 

a foreign currency cannot be accomplished, however, without the purchase and sale of foreign currency. 

Hence, foreign currency gains and losses are an inherent part of any investment in foreign-currency 

denominated securities. 

We believe that investments in foreign-currency denominated securities are the type of passive 

investments that should be permissible for RICs. Moreover, foreign currency investments that are made 

to hedge investments in foreign-currency denominated securities also appear to be an appropriate, part of 

the passive investment activity of RICs. Accordingly, we believe that foreign currency gains from 

investments in foreign-currency denominated securities and from hedging activities with respect to such 

securities should be treated as qualifying income under section 851(b)(2). 
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We question whether other foreign currency gains should be treated as qualifying income under section 

851(b)(3). We recognize, however, that attempting to distinguish between qualifying and nonqualifying 

foreign currency gains would be difficult. We are not prepared at this time to propose statutory rules that 

would draw the appropriate distinction. Consequently, we suggest that foreign currency gains be added to 

the list of qualifying income under section 851 (b)(2) , but that Treasury be provided with regulatory 

authority to exclude from qualifying income any foreign currency gains that are not derived with respect to 

investment in a foreign-currency denominated security or from hedging activity with respect to such a 

security. 

We appreciate the opportunity to comment on the provisions of HR. 3397 and look forward to working 

with Congress toward legislative improvements in this area. 

Sincerely, 

J. ROGER MENTZ, 

Acting Assistant Secretary 

(Tax Policy). 
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Regulated investment company (RIC). A RIC's income from a derivative contract with respect to a commodity index is not Qualifying income for 
purposes of section 851 (b){2) of the Code if the income from the contract is not derived with respect to the RIC's business of investing in stocks, 
securities, or currencies. Such a contract is not a security for purposes of section 851 (b)(2). 

ISSUE 

If a corporation enters into a derivative contract that provides for a total-return exposure on a commodity index, does income from the derivative 
contract satisfy the test described in section 851 (b){2) of the Internal Revenue Code? 

FACTS 

R is a management company registered under the Investment Company Act of 1940 (the "'40 Act"), 15 U.S.C. section 80a·1 et seq., as amended, 
and has elected under section 851{b){l) of the Code to be a regulated investment company (RIC) taxable under subchapter M, part I, of the Code. R 
invests substantially all of the funds it receives from shareholders in debt instruments. R also enters into contracts ("Derivatives·) with various 
counterparties pursuant to Master Agreements under which it will pay an amount equal to the 3-month U.S. Treasury bill rate plus a spread and 
pursuant to which it will receive (or pay) an amount based on the total return gain (or loss) on a commodity index. The aggregate amount of the index 
on which the return on the Derivatives is based is approximately equal to the aggregate amount R has invested in its debt instruments. The payment 
obligation on each Derivative is settled monthly by the receipt (in the event of a gain) or payment (in the event of a loss) of cash, in the net amount 
due under the contract, and each monthly measuring period constitutes a separate derivative contract under the Master Agreements. 

LAW 

Section 851 (b){2) of the Code provides that a corporation shall not be considered a RIC for any taxable year unless it meets an income test (the 
'qualifying income requirement"). Under this test, at least 90 percent of its gross income must be derived from certain enumerated sources. 

In addition, section 851 (b){3) oflhe Code provides that a corporation shall not be considered a RIC for any taxable year unless it meets an asset test 
(the "asset test") . Under this test, at least 50 percent of its total assets must be represented by cash, cash items, Government securities, securities of 
other RICs, and 'other securities." The "other securities" are generally limited with respect to anyone issuer to an amount not greater than 5 percent 
of the value of the RIC's total assets and to not more than 10 percent of the outstanding voting securities of the issuer. 

Prior to the enactment of the Tax Reform Act of 1986 (the "1986 Act' ), section 851{b)(2) identified qualifying income as "dividends, interest, payments 
with respect to securities loans (as defined in section 512{a)(S», and gains from the sale or other disposition of stock or securities." Section 851 did 
not contain its own definition of the term ' securities,· but section 851 (c)(5) provided that, for purposes of the asset test, "all other terms shall have the 
same meaning as when used" in the '40 Act. 

The 1986 Act expanded the definition of RIC qualifying income in a number of ways: by adding a cross-reference to the definition of "securities' in the 
'40 Act; by adding gains from the sale or other disposition of foreign currencies; and by adding an "other income" provision. As so amended, section 
8S1(b)(2) defines qualifying income, in relevant part, as-

dividends, interest, payments with respect to securities loans (as defined in section 512(a)(5», and gains from the sale or other 
disposition of stock or securities (as defined in (the '40 ActJ) or foreign currencies, or other income (including but not limited to gains 
from options , futures or forward contracts) derived with respect to [the RIC's] business of investing in such stock, securities, or 
currencies. 

Section 851 (b) further provides thaI, for this purpose, "the Secretary may by regulation exclude from qualifying income foreign currency gains which 
are not directly related to the company's principal business of investing in stock or securities (or options and futures with respect to stock or 
securities) ." 
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The '40 Act defines "security" as-

any note, stock, treasury stock, security future, bond, debenture, evidence of indebtedness, certificate of interest or participation in any 
profit-sharing agreement, collateral-trust certificate, preorganization certificate or subscription , transferable share, investment contract, 
voting-trust certificate, certificate of deposit for a security, fractional undivided interest in oil, gas, or other mineral rights, any put, cali, 
straddle, option, or privilege on any security (including a certificate of deposit) or on any group or index of securities (including any 
interest therein or based on the value thereof), or any put, call, straddle , option, or privilege entered into on a national securities 
exchange relating to foreign currency , or, in general, any interest or instrument commonly known as a ' security', or any certificate of 
interest or participation in, temporary or interim certificate for, receipt for, guarantee of, or warrant or right to subscribe to or purchase, 
any of the foregoing. 

15 U.S.C. § 80a-2(a)(36) (2000). 

ANALYSIS 

1. Definition of "securities. " 

The Derivatives that R enters into are not stock, debt instruments, or currency (or options, futures, or forward contracts with respect to stock, debt 
instruments, or currency). Nevertheless, R's income from the Derivatives may be 'other fncome" if the Derivatives are "securities' for purposes of 
section 851 (b)(2). This determination depends on the effect of the 1986 Act amendments to section 851(b)(2), which added the cross-reference to 
the definition of securities in the '40 Act. 

There is no conclusive authority, however, as to whether derivative contracts on commodities are included in the '40 Act's definition of'securities.' 
Accordingly, consideration of Congressional intent in enacting that cross-reference is helpful in determining whether commodity derivative contracts 
are securities for purposes of section 851(b)(2), Evidence of that intent may be found in the background to amendments to section 851 (b)(2) in the 
1986 Act. The amendments were added as a Senate floor amendment to the bill that eventually became the 1986 Act. The House and Senate 
committee reports, therefore, do not discuss these provisions , and the relevant discussion of the cross-reference in the report of the Conference 
Committee is extremely brief. See HR. Rep. No. 99-426 (1985) (not discussed); S. Rep. No. 99-313 (1986) (not discussed); 2 H.R. Conf. Rep. No. 
99-841 , at 11-243 (1986) ('The Senate amendment clarifies the definition of 'securities' by reference to the definition of securities in the Investment 
Company Act of 1940.") Thus the besl evidence of Congressional intent is found in the floor statement when the provision was added to the Senate 
bill and in other floor statements and Administration comments concerning related legislation. 

The legislative antecedents to the 1986 Act amendments included H.R. 3397, which was introduced on September 20, 1985, by Representatives 
Flippo, Kennelly, and McGrath, and S. 2155, which was introduced on March 7, 1986, by Senator Armstrong. These bills proposed the "other 
income" provision and the cross-reference to the definition of security in the '40 Act. The former change was to codify a series of letter rulings, and 
the latter was to reflect then-current Treasury Regulations. See 131 Congo Rec. 24,570 (19.85) (section-by section analysis of H.R. 3397). 

With respect to the definition of qualifying income, Senator Armstrong's floor amendment to the bill that became the 1986 Act was identical to S. 
2155. In introducing S. 2155, Senator Armstrong explained that his bill incorporated ' minor changes' to H.R. 3397 'to comply with recommendations 
of the Treasury Department, which has given its support for the Bill. ' 132 Congo Rec. 4045 (1986) (remarks of Senator Armstrong). Senator 
Armstrong concluded his remarks by inserting into the Congressional Record the letter from the Treasury Department that had recommended 
changes to H.R 3397. See id. at 4046, 4047-48 {inserting a lelterfrom Acting Assistant Secretary of the Treasury (Tax Policy) J. Roger Mentz, dated 
February 5, 1986). 

Mr. Mentz's letter explained the fundamental policy served by the qualifying income requirement: 

[I]t is essential that two limits on the activities of RICs be retained. First, income qualifying under section 851 (b)(2) should be limited to 
income from property held for investment, as opposed to property held for sale to customers in the ordinary course of business. 
Second, income qualifying under section 851 (b)(2) should be limited to income from stocks and securities, as opposed to other 
property . . . . For example, under that second limit, we would generally not treat as qualifying income gains from trading in 
commodities, even if the purpose of that trading is to hedge a related stock investment. 

Id. at 4048. 

The letter pointed out that the Service had ·often gone beyond the literal terms of the statute in order to give a reasonable interpretation to [then
current) section 851 (b)(2),' for example by granting letter rulings that certain investment products were securities , gains on the sale or disposition of 
which resulted in qualifying income. (The products explicitly mentioned were options on securities, futures contracts on securities , stock index futures, 
options on stock indices, and options on stock index futures.) The letter noted that, despite this flexibility, each RIC could be certain of the treatment 
of various income items only by obtaining its own letter ruling. See id. at 4047-48. Thus, one justification for the amendments in H.R. 3397 appeared 
to be providing the needed certainty. 

With respect to foreign currency gains, the Treasury letter stated: 

We believe that investments in foreign-currency denominated securities are the type of passive investments that should be 
permissible for RICs . Moreover, foreign currency investments that are made to hedge investments in foreign-currency denominated 
securities also appear to be an appropriate[] part of the passive investment activity of RICs. Accordingly, we believe that foreign 
currency gains from investments in foreign-currency denominated securities and from hedging activities with respect to such securities 
should be treated as qualifying income under section 851 (b)(2) . 

Id. at 4048. 

The Treasury Department, however, was not prepared at that time to propose statutory rules that would distinguish between currency gains relating 
to investments in stocks or securities denominated in a foreign currency and other currency gains that Treasury believed should not be qualifying 
~come under sectio~ 851 (~)(2)., The letter, therefore, sugg:sted th~.t. f?reign currency ?ai~s be added to t.he li.st of qua!ifyi~g .inc?m~, but that. 
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investment in a foreign-currency denominated security or from hedg ing activity with respect to such a security," Id. 

Vv'hen Senator Armstrong offered the relevant provision as an amendment on the Senate floor, he asserted thai it "enjoys the support of the Treasury 
Department" and that its purpose was "to permit the mutual fund industry to make beUer use of income from stock options, futures contracts and 
options on stock ind[icles, options and futures o[n] foreign currencies, and foreign currency transactions ," 132 Congo Ree. 14,991-92 (1986). 

This discussion demonstrates that the amendments to section 851 (b){2) made by the 1986 Act had a very specific purpose, which was to provide 
certainty by expanding the statutory description of qualifying income to include income that the Service, in specific cases, had already treated 
administratively as qualifying income. This included income from derivative contracts on stocks and securities (as the term "security" is generally 
understood in the U.S. tax law), such as futures and options on stock indices, which create an economic exposure to stock or securities even though 
the property underlying the derivative may be a collection of stocks and securities , rather than a specific stock or security. 

The new rule regarding gains from foreign currencies (and options, futures or forward contracts on foreign currencies) was distinct from both the 
·other income' provision and the cross-reference to the definition of "security' in the '40 Act. Thus a separate provision both established the general 
rule that foreign currency gain is qua lifying income and created specific regulatory authority to exclude any foreign currency gains that are not 
"directly related" to a RIC's · principal business of investing in stock or securities (or options and futures with respect to stock or securities). " The 
reason was that these gains were income from property other than stock or securities. 

The foregoing indicates that Congress did not intend for the cross-reference to the '40 Act to incorporate into section 851 (b)(2) an expansive 
construction of the term ·securities. " Particularly important was the specific inclusion in the 1986 amendment of foreign-currency-related gains. If the 
'40 Act were read expansively, there would be no need for special mention of these gains, because they would be included in the provision for "other 
income . .. derived with respect to [the RIC's] business of investing in securities.' Moreover, the authority given to Treasury to exclude from qualifying 
income "foreign currency gains which are not directly related to the company's principal business of investing in stock or securities' indicates that the 
reason for the special treatment for foreign currency was to facilitate a RIC's principal activity, namely investing in qualifying stock or securities , when 
the stock or securities are denominated in a foreign currency. 

A construction of the term "securities" that excludes derivative contracts providing for a total return exposure to a commodity index is consistent with 
Congress' intent in amending section 851 (b)(2) in 1986. Accordingly, because the underlying property is a commodity (or commodity index), Ihe 
Derivatives that R enters into are not securities for purposes of section 851 (b){2). 

2. Application of the "other income" provision, 

R invests substantially all of the funds it receives from shareholders in debt instruments, which are securities for purposes of section 851 (b){2) . Even 
though R's Derivatives are not themselves securities for purposes of section 851 (b)(2), income from the Derivatives counts toward the 90-percent 
test if it is ' other income (including but not lim ited to gains from options, futures, or forward contracts) derived with respect to [R's] business of 
investing in" stock, securities, or currencies. 

R, however, does not enter into the Derivatives in connection with a business of investing in stock, securities, or currencies. Nor does R enter into the 
Derivatives in order to reduce or hedge the level of risk in a business of investing in stock, securities, or currencies. R's business is to create 
investment exposure to changes in commodity prices , and the Derivatives are the primary veh icle for doing so. R owns the debt instruments to 
facilitate its business of providing this commodity-derivative exposure. Because R's Derivatives are not themselves securities and because R does 
not enter into those contracts with respect to a business of investing in stock, securities, or currencies , income from the Derivatives is not qualifying 
income for purposes of section 851 (b)(2). 

HOLDING 

A derivative contract with respect to a commodity index is not a security for purposes of section 851{b){2). Under the facts above, R's income from 
such a contract is not qualifying income for purposes of section 851 (b){2) because the income from the contract is not derived with respect to R's 
business of investing in stocks, securities or currencies. 

PROSPECTIVE APPLICATION 

Under the authority of section 7805(b)(8), the holding of this revenue ru ling wi!! not be applied adversely with respect to amounts of income that a 
taxpayer recognizes on or before June 30, 2006. 

DRAFTING INFORMATION 

The principal author of this revenue ruling is Dale S. Collinson of the Office of the Associate Chief Counsel (Financial Institutions & Products). For 
further information regarding this revenue ruling, contact him at (202) 622-3900 or Susan Thompson Baker at (202) 622-3930 (not toll-free calls) . 
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IRS Implicitly Rules on Economic 
Substance Doctrine and Blockers 

By David H. Shapiro and 
Jeffrey W. Maddrey 

David H. Shapiro and Jeffrey w. Maddrey are 
principals in the Washington National Tax office of 
PricewaterhouseCoopers LLP. The authors would like 
to thank Monte Jackel, Brian Meighan, and Laura 
Valestin for their thoughtful comments on earlier 
versions of this article. 

The authors note that the IRS has recently issued 
more than 40 private letter rulings (on identical facts) 
that sanction the use of tax-motivated blockers. They 
assert that the rulings implicitly hold that the eco
nomic substance doctrine does not apply to those 
blockers, and they consider the potential importance 
of that implicit holding, following the enactment of 
section 7701(0). 

Copyright 2011 David H. Shapiro and 
Jeffrey W. Maddrey. 
All rights reserved. 

A mutual fund cannot generate "good RIC in
come'" by trading in commodities. The IRS made 
that abundantly clear in Rev. Rul. 2006-1,' and 
Congress purposefully refused to change that result 
when ·it enacted the Regulated Investment Com
pany Modernization Act of 2010 at the end of last 
year.' Notwithstanding the clear prohibition on 

lThat is, income described in section 851 that enables the 
company to qualify as 'a regulated investment company for tax 
pur:R0ses. 

2006-1 ca. 261, Doc 2005·25446, 2005 TNT 242·15. The 
niling comprehensively details the legislative history of the 
prohibition on commodity trading within RIes, describing how 
a senator inserted a letter from · the assistant secretary of the 
Treasury into the Congressional Record that "explained the fun
damental policy served by the qualifying income requirement." 
That letter stated, '1t is essential that limits on the activities of 
RlCs be retained .... Income qualifying [as good RIC income] 
should be limited to income from stocks and securities, as 
'opposed to other property.. . For example, under [the1limit, 
we would generally not treat as qualifying income gains from 
trading in commodities, even if the purpose of that trading is to 
hedge a related stock investment." See also Rev. Rul. 2006-31, 
2006-1 ca. 1133, Doc 2006-10637, 2006 TNT 107-20. 

3Early versions of the RIC Modernization Act contained a 
provision that would allow RIes to trade commodities. See H,R. 

(Footnote continued in next column.) 

VIEWPOINTS 

direct commodity trading by a fund under current 
law, it would appear that a fund can generate good 
RIC income by trading commodities in a wholly 
owned controlled foreign corporation created for 
this purpose. So the thinking goes: (i) a fund 
employing this strategy is not, itself, generating any 
income from corrimodity trading; (ti) the fund is still 
taxed on 100 percent of the commodity trading 
income by reason of subpart F4; and (iii) the subpart 
F inclusions are, themselves, items of good RIC 
income. The IRS has recently confirmed that result 
in more than 40 private letter rulings,' which ex
plicitly rule that subpart F inClusions resulting from 

4337, section 201 as ~riginally introduced in the House on Dec. 
16, 2009 (Doc 2009·27636, 2009 TNT 240·29). However, the 
provision was removed by a voice vote in the Senate. See also 

. Letter of the Commodity Markets Oversight Coalition, dated 
Nov. 24, 2010, regarding the RIC Modernization Act, available at 
http://www.commoditymarketsoversight.org (last checked 
Feb. 23, 2011); Joint Committee on Taxation, "Technical Expla
nation of H.R. 4337, the 'Regulated Investment Company Mod
ernization Act of 2010,' for Consideration on the floor of the 
House of Representatives," JCX-49-10 (Sept. 28, 2010), at 6-7, 
Doc 2010-21178, 2010 TNT 188-22. (Interestingly, the JCT report 
explicitly acknowledges that lithe IRS also has held that income 
of a RIC derived from investments in commodities by a wholly 
owned foreign subsidiary of the RIC is qualifying income for 
PUIfc0st;S of the gross income test. tI) 

See section 954(c)(I)(C) (commodity trading income is " for
eign personal holding company income"). The CFC is not, itself, 
taxed in the United States by reason of the commodity trading 
safe harbor in section 864(c). 

5 As of March 3, the following 44 private letter rulings have 
been publicly released. (Readers will note that they began as a 
trickle in the 2006-2008 period and that the pace picks up 
considerably in 2009-2011.) See LTR 200647017, Doc 2006·23717, 
2006 TNT 227·24; LTR 200741004, Doc 2007-22919, 2007 TNT 
199-25; LTR 200743005, Doc 2007-23886, 2007 TNT 209-39: LTR 
200822010, Doc 2008-11948, 2008 TNT 106·39; LTR 200840039, 
Doc 2008-21294, 2008 TNT 194-44; LTR 200842014, Doc 2008-
22256, 2008 TNT 203_56; LTR 200912003, Doc 2009·6214, 2009 
TNT 53·21; LTR 200922010, Doc 2009-12098, 2009 TNT 102-26; 
LTR 200923011, Doc 2009-12734, 2009 TNT 107-35; LTR 
200931003, Doc 2009-17407, 2009 TNT 146-33; LTR 200931008, 
Doc 2009-17412, 2009 .TNT 146-34; LTR 200932007, Doc 2009-
17959, 2009 TNT 151-37; LTR 200936002, Doc 2009-19886, 2009 
TNT 171·50; LTR 200939017, Doc 2009-21334, 2009 TNT 185-39; 
LTR 200946036, Doc 2009-25045, 2009 TNT 218-45; LTR 
200947026, Doc 2009·25640, 2009 TNT 223-37; LTR 200947032, 
Doc 2009·25646, 2009 TNT 223-38; LTR 201005023, Doc 2010-
2804,2010 TNT 25-41; LTR 201007044, Doc 2010-3702, 2010 TNT 

'35·41; LTR 201024004, Doc 2010-13543, 2010 TNT 118-43; LTR 
201024003, Doc 2010-13542, 2010 TNT 118-42; LTR 201025031, 
Doc 2010-14148, 2010 TNT 123-36; LTR 201030004, Doc 2010-
16986, 2010 TNT 147·41; LTR 201034011, Doc 2010-19012, 2010 

(Footnote continued on next page.) 
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COMMENTARY I VIEWPOINTS 

commodity trading activity constitute good RIC 
income for the fund (the explicit holding).' Signifi
cantly, the IRS did not condition the favorable letter 
rulings on the existence of a nontax business pur
pose for the interposition of the CFCs. From the face 
of the rulings, it appears that the sole purpose for 
the interposition of the CFCs was to achieve the 
conversion effect - in other words, the CFCs were 
created to achieve a tax purpose. 

Although the rulings do not mention the eco
nomic substance doctrine or section 269, they con
tain an implicit holding that the economic 
substance doctrine and section 269 do not apply 
(the Implicit Holding) . There is simply no way to 
reach the good RIC income result without getting 
comfortable with the view that neither applies. 
Read fairly, the rulings countenance the overtly 
tax-motivated use of a CFC to, for lack of a better 
term, convert bad income (income from commodity 
trading) into good RIC income (subpart F inclu
sions). Stated differently, the rulings allow a fund to 
use a foreign corporation to engage in activities 
which, if performed directly, would generate a bad 
U.S. tax result. The nonapplication of the economic 
substance doctrine and section 269 are integral to 
the result and therefore implicit in the ruling. 

The Implicit Holding is significant for three rea
sons. 

First, the Implicit Holding marks an important 
evolutionary point in the IRS's administrative view 
of the role of business purpose where a corporation 
is interposed between a taxpayer and an activity 

TNT 167-29; LTR 201037012, Doc 2010-20380, 2010 TNT 181-38; 
LTR 201037014, Doc 2010-20382, 2010 TNT 181-39; LTR 
201039002, Doc 201a:-21438, 2010 TNT 191-52; LTR 201041033, 
Doc 2010-22482, 2010 TNT 200-35; LTR 201042015, Doc 2010-
22921, 2010 TNT 205-34; LTR 201042001, Doc 2010-22907, 2010 
TNT 205-33; LTR 201043017, Doc 2010-23437, 2010 TNT 210-34; 
LTR 201048021, Doc 2010-25739, 2010 TNT 233-43; LTR 
201048022, Doc 2010-25740, 2010 TNT 233-44; LTR 201049015, 
Doc 2010-26343, 2010 TNT 238-36; LTR 201051014, Doc 2010-
27368,2010 TNT 248-24; LTR 201102047, Doc 2011-948, 2011 TNT 
11-34; LTR 201102055, Doc 2011-956, 2011 TNT 11-33; LTR 
'201103017, Doc 2011-1373, 2011 TNT 15-58; LTR 201103009, Doc 
2011-1365,2011 TNT 15-57; LTR 201103033, Doc 2011-1389, 2011 
TNT 15-60; LTR 201104013, Doc 2011-1932, 2011 TNT 20-45; LTR 
201107012, Doc 2011-3560, 2011 TNT 35-33; LTR 201108008, Doc 
2011-4012,2011 TNT 39-47; LTR 201108018, Doc 2011-4022, 2011 
TNT 39-48. We would note that most of the rulings were issued 
after the enactment of section 7701(0). 

6Some of the rulings also directly address the highly techni
cal issue of whether a subpart F inclusion constitutes good RIC 
income when it is not accompanied by a distribution from the 
CFC. Dale Collinson wrote a thoughtful piece explaining that 
,aspect of the rulings (wltich is not immediately apparent, at 
least to us, without Collinson's insights guiding the way). See 
Dale S. Collinson, "Qualifying Income of a RIC From Invest
ment in a CFC," Tax Notes, Feb. 12, 2007, p. 673, Doc 2007-1721, 
or 2007 TNT 30-49. 
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that, absent tax concerns, would be undertaken 
directly by the taxpayer. Earlier, in three important 
rulings addressing the interposition of a foreign 
corporation between a tax-exempt entity and an 
activity that would give rise to unrelated business 
taxable income, the IRS ruled that the ' interposed 
corporation worked as intended.' However, those 
private rulings (like some earlier casesS) were con
ditioned on the patina of a non tax business pur
pose: In each of the DET! rulings, the taxpayer 
represented four purposes, three of which were not 
tax related; (1) that the interposed corporation pro
vides flexibility in disposing of underlying invest
ments; (2) that the interposed corporation provides 
"further insulation" from liabilities arising from the 
investments; (3) that the interposed corporation will 
be able to manage investments more efficiently; and 
(4) that the interposed corporation will enable the 
tax-exempt investor to avoid earning DET!. 

Viewed objectively, the articulated business pur
poses in the DET! rulings ring hollow, espeCially 
when weighed against the significant tax advan
tages derived from interposing the corporation. In 
the recent commodity CFC rulings, the IRS appears 
to have jettisoned the need for the taxpayers to 
represent that they had a non tax business purpose. 

. With one exception,' no mention is made of a 

'See LTR 200251016, Doc 2002-27816, 2002 TNT 246-32; LTR 
200252096, Doc 2003-96, 2002 TNT 250-78; and LTR 200315028, 
Doc 2003-9318, 2003 TNT 71-41. 

'In Siegal v. Commissioner, 45 T.C 566 (1966), ocq. 1966-2 CB. 
3, a U.S. individual seeking ~o invest in a foreign partnership 
structured the investment through a newly organized, foreign 
corporation. Because the transaction occurred in a year before 
the enactment of the subpart F regime, if the corporation's role 
was respected and if section 269 did not apply, the taxpayer 
woUld be ' entitled to significant deferral (when compared to 
holding the partnership investment directly). The Tax Court 
held for the taxpayer on both economic substance and section 
269 groWlds. Significantly, the taxpayer offered the best nontax 
reasons he could for interposing the corporation (limit personal 
liability and protect against damage to his reputation, credit, 
and personal government license). The Tax Court found that the 
taxpayer "was in fact moved by these [nontax] considerations in 
substantial part" in ' interposing the foreign corporation, and 
thus did not view itself as addressing a situation in which the 
interposed corporation was solely tax-motivated. The court was, 
of course, aware of the heavy influence tax considerations had 
on the structure: "To be sure, we are not so naive as to think that 
tax consequences were not taken into account in organizing [the 
corporation], and the record suggests that tax considerations 
did playa part." 45 T.C at 576. 
~TR 200743005, supra note 5, indicates that the fund will 

form the CFC "to enhance the performance of its portfolios and 
to better reflect the pricing of the commodities markets." N one 
of the other LTRs articulates a similar purpose for creating or 
using the CFC. (The other LTRs do mention, in passing, that the 
fund will have limited liability in respect of activities conducted 
by the CFC: However, the LTRs do not suggest that that is a 
reason or purpose for the creation of the CFC.) 
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business purpose in any of the rulings (in contrast 
to the UBTI rulings), and it is hard to imagine that 
there could be a nontax purpose outweighing the 
tax purpose on the facts of the rulings. The IRS did 
not force the taxpayers to concoct nontax reasons 
for the interposition of the corporation in the rul
ings - we all know why it is there; there is no 
reason to hide it. This is a small step (given the 
insignificance of the nontax purposes in the earlier . 
situatio(ls), but it is nevertheless noteworthy. 

Second, the Implicit Holding is even more sig
nificant for what it might say about the economic 
substance doctrine after the enactment of section 
7701(0). The IRS previously challenged (on eco
nomic substance grounds) transactions between 
taxpayers and corporate subsidiaries formed solely 
for tax avoidance. For example, in Northern Indiana 
Public Service Corporation,'o the IRS challenged (as 
lacking economic substance) a financing arrange
ment between a domestic corporation and its for
eign finance subsidiary (formed solely to obtain 
specific tax benefits under a treaty). The Seventh 
Circuit labeled the commissioner's economic sub
stance argument as "creative" but viewed it as an 
assault on the existence (from a tax perspective) of 
the subsidiary itself. Stated differently, the court 
interpreted the economic substance argument as an 
attempt by the IRS to disregard the existence of the 
corporation. The court did not accept the IRS argu
ment, and citing Moline Properties, explicitly articu
lated the principle that a corporation will be 
respected "for tax purposes, despite any tax-avoidance 
motive, so long as the corporation engages in bona 
fide economically-based business transactions" 
(emphasis added). 

Is Northern Indiana fairly read as a case in which 
the economic substance doctrine was applied using 
a "one-prong" test (that is, no business purpose is 
required for a corporation to be recognized), or as a 
situation in which the economic substance doctrine 
was not relevant to the question at hand? Obvi
ously, after the enactment of section 7701(0), this 
question is critical. If the case involves a one-prong 
application of the economic substance doctrine, 
section 7701(0) would change the result. If the 
economic substance doctrine was not relevant to the 
court's holding, section 7701(0) would change noth
ing. The Implicit Holding in the commodity CFC 
rulings suggests that the economic substance doc
trine is Simply not relevant to the questionll In that 

"115 F.3d 506 (7th Cir. 1997), Doc 97-16951, 97 TNT 111-17. 
lllndeed, perhaps the IRS concluded that the economic 

substance doctrine is so irrelevant, it's not even worthy of being 
discussed. We would lament that as tax professionals in private 
practice, Circular 230 does not afford us the same luxury. 
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regard, the ru!irigs are an important step to defining 
and applying the economic substance doctrine ra
tionally. The rulings could be read as confirming 
that the codified version of the doctrine does not 
swallow the entire body of tax law. 

Third, the Implicit Holding is also significant for 
what it says about the IRS's approach to guidance 
regarding economic substance after the enactment 
of section 7701(0). Many have complained that the 
IRS has not published an "angel list" of transactions 
immune to economic substance attack. While we 
might appreciate a list that clearly delineates good 
transactions from bad, we realize that those lists are 
not the natural way tax law evolves. Much more 
natural is for the IRS to look at a few transactions in 
context and render its view in private rulings (or 
other forrns of guidance). The IRS has clearly done 
that here. The 44-and-counting rulings have added 
another data point to the body of economic sub
stance authorities from which all can reason. 

Unfortunately, the fact that the Implicit Holding 
was implied (and therefore not discussed) limits its 
usefulness as a data point outside the narrow fact 
situation to which the rulings were addressed}' 
Without discussion of the economic substance doc
trine in the text of the rulings, we are left to 
speculate about the principles guiding the rulings' 
conclusion. Why is it acceptable for RICs (and tax 
exempts) to use blockers? One can only guess. 
Perhaps the utilization of a blocker to convert the 
character of income and thereby avoid entity-level 
tax is Simply an acceptable tax planning technique 
to which the economic substance doctrine does not 
apply." Perhaps the idea is that the relevant opera
tive provision is so easily avoided by other means, 
that the utilization of an offshore blocker is not to be 
viewed as an incremental abuse" Perhaps the 

12Indeed, we suspect that taxpayers will continue to seek 
new rulings, because the existing rulings don't explicitly discuss 
the economic substance doctrine or section 269, and therefore do 
not provide a mooring on which private practitioners can 
comfortably dock their own analysis on the issue. That fact 
emphasizes the critical importance of the IRS continuing to 
issue the rulings in "real time" - to ensure taxpayers can 
engage in an activity with which the IRS has no objection, but 
regarding which taxpayers cannot otherwise get comfortable by 
themselves. 

13See discussion above. 
aFar example, tax-exempt investors can- gain leverage 

through mutual funds, swaps, and short sales - so allowing 
them to access leverage through an investment partnership (via 
a foreign blocker) does not meaningfully change anything. 
Similarly, RIes can obtain commodity exposure by investing in 
1940 act "securities" - so allowing them to access the same 
commodity exposure via a CFC does not provide them with a 
practical result they could not already achieve. The latter 
strategy has given riS"e to a whole other series of rulings, in the 
rulings themselves (and in a raft of other rulings). 
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identity of the taxpayers (RICs and tax exempts) 
makes a difference. Are they simply" good" (from a 
normative perspective), in contrast to other sorts of 
taxpayers (like hedge funds, perhaps)? Perhaps the 
government views the relevant rules15 as inappro
priate and therefore is willing to tolerate tax
motivated structures to avoid their literal scope. 

The problem with those guesses, of course, is that 
they reflect subjective judgments that only the IRS 
is free to make. At some level, this is the problem 
with the economic substance doctrine as a whole. In 
practice, the doctrine feels more like an aesthetic 
response to one-off situations, rather thim a coher
ent body of law.l • With economic substance, we all 
know it when we see it, or think we do.17 But how 
are we to know, ex ante, that the situation in the 
rulings is not problematic? One might step back and 
ask: 

Here's adomestkcorporation that might have 
earned income from commodity trading. The 
corporation would not qualify as a RIC be- . 
cause of this activiiy, and so all of the corpo
ration's income would be subject to U.S. tax (it 
woUld receive no deduction when it paid a 
dividend, as'it might if it were a RIC). This is 
by design, because RICs are not allowed to 
trade commodities. However, if the corpora
tion earns the same income, indirectly, through 
a wholly owned subsidiary and via subpart F 
inclusions, it need not pay any tax on the 
income. Does this comport with the economic 
substance doctrine and section 269 when this 
taxpayer's status as a RIC was not clearly 
intended by Congress?18 

We suspect that that question sends taxpayers to 
the IRS for rulings because they have difficulty 
answering if definitively by themselves. Precisely 
because taxpayers can't know beforehand, a private 
'ruling process (in which Implicit Holdings of the 
type seen in the commodity rulings are rendered) is 
an appropriate and indeed necessary step in the 
Sisyphean effort to administer the scope of the 
doctrine .. We can't get an angel list, but we will take 

lSUt.at is, the rules prohibiting debt-financed investments by 
tax exempts and commodity trading by rues. 

o 16Joseph Isenberg. "Musing on Form and Substance in 
Taxation," 49 U. Chi. L. Rev. 859, 874 (1982) (criticizing early 
economic substance doctrine cases as "encapsulat[ing) in the 
end an essentially aesthetic response to attempts by taxpayers 
tho~t unworthy of success"). 

1 See Monte A. Jackel, 'The Dawn of a New Era: Congress 
Codifies Economic Substance," Tax Notes, Apr. 19, 2010, p. 289, 
Doc 2010-6878, or 2010 TNT 75-3; and David P. Hariton, 'The 
Frame Game: How Defining the 'Transaction' Decides the 
Case," 63 Tax u,w. 1 (Fall 2009). 

18See supra notes 2 and 3. 
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what-we can get ~ and we would submit that if the 
IRS is willing to make favorable calls (obviously, 
where appropriate) in the private ruling process, it 
would go a long way to administering the economic 
substance doctrine in a rational way. 

Having said that, we respectfully suggest that 
after more than 40 private rulings, it's time to 
publish a revenue ruling (or revenue procedure) on 
the topic, if for no other reason than to free up 
taxpayer and IRS resources. It would also ensure 
horizontal equity in the broader tax system (by 
ensuring that similarly situated taxpayers are 
treated the same). We recognize that the idea of an 
implicit holding embedded within a revenue ruling 
regarding sections 269 and 7701(0) may create some 
discomfort within the government." If so, we re
spectfully suggest that the revenue ruling take a 
step toward making the Implicit Holding more 
explicit. By expressly articulating the rationale for 
the Implicit Holding, it would limit the potential 
that it can be used in ways the government finds 
objectionable. Furthermore, there seems little harm 
now that the administrative practice on this point 
has been set. Note that the JCT's explanation of 
section 7701(0) provides: 

The provision is not intended to alter the tax 
. treatment of certain basic business transac
tions that, under longstanding judicial and ad
ministrative practice are respected, merely· 
because the choice between meaningful eco
nomic alternatives is largely or entirely based 
on comparative tax advantages. Among these 
basic transactions is ... a U.S. person's choice 
between utilizing a foreign corporation or a 
domestic corporation to make a foreign invest
ment.'o [Emphasis added.] 

19Perhaps the m.S is imagining scenarios in which income 
that would otherwise be taxed in the United. States is not taxed, 
by reason of conducting the same activity in a foreign corpora
tion - a result that is, effectively, the same result sanctioned by 
the rulings. David S. Miller recently catalogued a number of 
those sih,lations at the NYU Colloquium on Tax· Policy and 
Public Finance. See David S. Miller, ":Unintended Consequences: 
How U.S. Tax Law Encourages Investment in Offshore Tax 
Havens," Feb. 3, 2011. For example, an individual might avoid 
the 2 percent limitation on miscellaneous itemized deductions 
(and the AMT limit on those deductions) if he organizes a CFC 
to hold securities and pay the management fee. Miller also 
suggests foreign blockers might be used (among other things) to 
avoid the TMP rules, to avoid COD income, and to reduce 
"unearned income" subject to Medicare tax. 

. 2'1cr,·"Technical Explanation of the Revenue Provisions of 
the 'Reconciliation Act of 2010,' as Amended in Combination 
With the 'Patient Protection and Affordable Care Act,'" ICX-
18-10 (Mar. 21, 2010), at 152-153, Doc 20W-6147, 2010 TNT 55-23. 
We would observe that the 10 report on the RIC Modernization 
Act (see footnote 3, supra) explicitly acknowledges that tIthe IRS 
also has held that income of a RIC derived. from investments in 

(Footnote continued on next page.) 
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One may wonder if the volume of the rulings 
already represents the sort of '10ngstimcling admin
istrative practice" to which the JCT is referring.21 

Regardless of the answer, after more than 40 private 
letter rulings (and counting), would articulating the 
Implicit Holcling in published guldance really be 
such a big step? 

commodities by a wholly owned foreign subsidiary of the RIC 
is qualifying income for pwposes of the gross income test." That 
statement was made in the JeT's description of "present law" 
(after the enactment of section 7701(0». That might suggest that 
the JCT agrees with the Implicit Holding. 

:
21Can administrative practice become "long-standing" based 

on volume alone? If so, 40 separately considered rulings would 
appear to cement current o\1dministrative practice. Or can ad
.ministrative practice only become longstanding through the 
passage of time? When the JeT used the word "long-standing," 
did it really mean "well settled"? Of course, tax motivated 
"blockers" have been used for a long time - a ·point often 
recognized on Capitol Hill (usually with regret) as legal. For a 
recent recognition of that, see, e.g., Opening Statement of 
'Senator Charles Grassley at the nomination hearing of Jeffrey 
Goldstein for Treasury Undersecretary, Mar. 2, 2010, Doc 2(110-
4488, 2010 TNT 41-27. ("This committee has held hearings on 
the use of offshore blocker corporations [on September 26, 2007]. 
We learned that ... more than 12,000 businesses ... in the Cay-. 
mart Islands had no purpose for being there other than tax avoidance. 
Similarly, the private equity finn of whlch [the nominee] was a 
managing director set up blocker corporations ... While it is not 
illegal to utl1ize such corporations, these arrangements have been 
the subject of much debate and discussion") (emphasis added). 
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Sequencing Tax Reform 

By James O. Riordan Sr. 

James Q. Riordan Sr. is a former staff member of the 
House Ways and Means Committee, worked in the 
Justice Department's Tax Division, is the former chair 
of the Tax Foundation, and is a fanner vice chair of 
Mobil Oil. 

Riordan suggests sequencing tax reform efforts in 
three parts: first, reforming the income tax base; 
second, reducing the bias against savings; and third, 
eliminating tax expenditures. 

Copyright 2011 James Q. Riordan Sr. 
Ail rights reserved. 

Introduction 

Sequencing the tax reform effort will be the key 
to success. . 

Congress should first reform the income tax base 
to simplify it, reduce its bias against savings, and 
eliminate tax expenditures. It should do that on a 
revenue neutral/progressivity neutral basis. Once 
the tax base is reformed, Congress should achieve 
its revenue targets and progressivity targets 
through the tax rate structure - not through tax 
base manipulation. 

Adoption of a VAT will help Congress achieve its 
revenue target and will permit less reliance on the 
income tax (making it easier to reform the income 
tax base). Congress can achieve any progressivity 
target it chooses for the total system through the 
progressive rate structure of the income tax. 

Discussion 
. There are three separate challenges that need to 
be addressed by Congress in the next two years: 

1. agree on caps for spending and revenue as a 
percentage of GOP to get control of the deficit; 

2. agree on how much progressivity it wants to 
achieve in the total tax system and how best to 
measure and achieve it; and 

3. reform the tax system to ml.ke it simpler and 
less biased against savings, and to accomplish 
other needed improvements. 

Most informed commentators agree that it will be 
more difficult to accomplish any of those three tasks 
if Congress attempts them as a part of a single 
effort. The work should be split into three segments. 

The tax reform effort should begin now on a 
revenue-neutral, progressivity-neutral basis. The · 
tax base needs to be reformed regardless of the 
targets Congress ultimately sets for total revenue 
and progressivity. 
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III. MODIFICA nON OF GROSS INCOME AND ASSET TESTS OF rucs 

A. Income From Commodities Counted Toward Gross Income Test ofRICs 
(sec. 201 of the bill and sec. 8S1(b) of the Code) 

Present Law 

A RIC must derive 90 percent of its gross income for a taxable year from certain types of 
income. 16 These types of income ("qualifying income") are (I) dividends, interest, payments 
with respect to securities loans (as defined in section S12(a)(S)), and gains from the sale or other 
disposition of stock or securities (as defined in section 2(a)(36) of the Investment Company Act 
of 1940, as amended) 17 or foreign currencies, or other income (including but not limited to gains 
from options, futures or forward contracts) derived with respect to the business of investing in 
such stock, securities, or currencies, and (2) net income derived from an interest in a qualified 
publicly traded partnership. I 8 

In general, because direct investments in commodities are not "securities" under section 
2(a)(36) of the Investment Company Act of 1940, they do not generate "qualifying income" for 
purposes of the 90 percent gross income test. Similarly, the IRS has ruled that derivative 
contracts with respect to commodity indexes are not securities for the purposes of the gross 
income tests. '9 On the other hand, in a series of private rulings, the IRS has held that certain 
notes, with payout formulas determined with reference to a commodities index, produce 
qualifying income for purposes of the gross income test?O The IRS also has held that income of 
a RIC derived from investments in commodities by a wholly owned foreign subsidiary ofthe 
RIC is qualifying income for purposes ofthe gross income test2 1 

16 Sec. 851(b)(2). 

17 Section 2( a)(36) ofthe Investment Company Act of 1940 defines a "security" as "any note, stock, 
treasury stock, security future, bond, debenture, evidence of indebtedness, certificate of interest or participation in 
any profit-sharing agreement, collateral-trust certificate, preorganization certificate or subscription, transferable 
share, investment contract, voting-trust certificate, certificate of deposit for a security, fractional undivided interest 
in oil, gas, or other mineral rights, any put, call, straddle, option, or privilege on any security (including a certificate 
of deposit) or on any group or index of securities (including any interest therein or based on the value thereof), or 
any put, call, straddle, option, or privilege entered into on a national securities exchange relating to foreign currency, 
or, in general, any interest or instrument commonly known as a "security," or any certificate of interest or 
participation in, temporary or interim certificate for, receipt for, guarantee of, or warrant or right to subscribe to or 
purchase, any of the foregoing." 

18 A "qualified publicly traded partnership" means a publicly traded partnership (within the meaning of 
section 7704(b», other than a publicly traded partnership whose gross income is qualifYing income (other than 
income of another publicly traded partnership). Sec. 851(h). 

19 See Rev. Rul. 2006-31, 2006-1 CB. 1133. 

20 See, e.g., PLRs 201031007,200822012,200705026,200701020, 200647017. 200637018, 200628001. 

21 See, e.g., PLRs 200936002, 200932007. 
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The Secretary has the regulatory authority to exclude from qualifying income foreign 
currency gains which are not directly related to the RIC's principal business of investing in stock 
or securities (or options and futures with respect to stock or securities),>2 

Explanation of Provision 

The provision modifies the qualifying income test to provide that (i) a RIC's gains from 
the sale or other disposition of commodities and (ii) other income of a RIC (including but not 
limited to gains from options, futures or forward contracts) derived with respect to its business of 
investing in commodities, are qualifying income for purposes of the gross income test. As a 
result, income earned by a RIC from derivative contracts with respect to commodity indices will 
be qualifYing income for purposes of the gross income test. 23 Tn general, these changes are not 
intended to change the present law treatment of RICs' income from foreign currencies. However, 
because the provision allows RICs to derive qualifying income from investments in commodities 
(including foryign currencies), the provision repeals the regulatory authority ~iven to the 
Secretary to exclude certain foreign currency gains from qualifying income.> 

Effective Date 

The provision is effective for taxable years beginning after the date of enactment. 

22 Sec. 851(b)(3). 

2l Cf. Rev. RuJ. 2006·31, 2006·1 C.B. 1133 (holding that a RIC's income from a derivative contract with 
respect to a conunodity index is not qualifying income for purposes of section 851(b)(2), because the income from 
the contract is not derived with respect to the RIC's business of investing in stocks, securities, or currencies.) 

24 The bill contains several conforming amendments to retain the present law definition of qualifying 
income for purposes of provisions relating to publicly traded partnerships. 
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H7064 CONGRESSIONAL RECORD -HOUSE September 28, 2010 
) EFFECTIVE DATE.-The amendments 
e by paragraph (1) shall apply with re

to amounts allotted under section 1149 
Social Security Act for payment for a. 
ear after fiscal year 2010. 

The PEAKER pro tempore. Pursu
e rule , the gentleman from 
(Mr. T ANNER) and the gen
m Texas (Mr. SAM J OHNSON) 

trol 20 minutes. 
recognizes the gentleman 

e. 
NERAL LEAVE 

Madam Speaker, I ask 
unanimous con nt t hat all Members 
have 5 legislatl 
vise and extend 
bill under conside 

The SPEAKER p 
objection to the ra est 
t leman from Tenness ? 

There was no objecti 
Mr. TANNER. Mad 

y ield myself as much 
conswne. 

This bill is an extension f two very 
important provisions of th Ticket to 
Work Act of 1999 which basi lly helps 
disabled Americans return 0 work 
when, and if, they can. This h 

. bipartisan team effort I was p1 ed to 
work on with Mr. JOHNSON som time 
ago. The bill has no direct spe ing 
and complies with pay-a.s-you-go res. 

I am pleased to support this important x
tension of two pro,grams Irom the biparti 
Ticket to Work Act of 1999, which was intr 
duced by my colleagues EARL POMEROY, JI 
MCDERMOTT, and SAM JOHNSON. 

This has been a bipartisan, collaborative ef
fort to ensure that two important programs th 
help disabled Americans retum to work c -
tinus for another year, and I thank my 1-
leagues for their good work on this issue. 

The Work Incentives Planning and 
ance program (WIPA) provides $23 mi 
community-based organizations to 
personalized assistance to help Su ementa! 
Security Income (SSI) and Social S urity Dis
ability Insurance (01) recipients nderstand 
Social Security's complex work i entive poli
cies and the effect that workin will have on 
their benefits. In 2009, WIP assisted over 
37,000 551 and DI benefici s who wanted 
to return to work. 

The Protection and A ocacy for Bene
ficiaries of Social Securi (PABSS) program 
provides $7 million in ants to designated 
Protection and Advoca Systems to provide 
legal advocacy s,eN es that beneficiaries 
need to secure, main, or regain employ
ment. In 2009, P S served nearly 9,000 
beneficiaries. 

If Congress s not extend these pro-
grams by the e of October, the Social Secu-
rity Administra' n has told us there may be a 
lapse in servi to beneficiaries, so irs impor
tant that we t now. 

The bill so includes two commonsense, 
good-gov men! changes to increase ac-
countabi and make the WIPA program 
more e ient. 

Firs we add a requirement that all WIPA 
gran s report data to the Social Security Ad
min' ration about the beneficiaries they serve 

the kinds of help they provided, the same 
uirement that current PABSS grantees 

Good data is critical to our eHorts to rna e 
sure that taxpayer funds to WIPAs are w -
spent. 

It also helps us leam more about wha 
of help disabled beneficiaries may need 
are able to return to work, which will ow us 
to make other improvements in futur legisla
tion. 

Second, this legislation waul 
WIPA grantees to carry over 1 percent of 
their funding into the next ye , a change 
originally proposed by the Oba a Administra
tion. This change will allow or better and 
more consistent budgeting i tead of encour
aging end-of-year spending. 

By extending WIPA and ABSS for a year, 
we reaffirm our commitm t to these important 
work support programs while also acknowl
edging the need to co ider policy and fund
ing changes in the ne future. 

I urge my colleag s to support this bipar
tisan, comrnonsens legislation. 

I reserve the lance of my time. 
Mr. SAM JO SON of Texas. Madam 

Speaker, I yl d myself such t ime as I 
may consu 

I rise tod in support of the passage 
of this leg atton, and I think the Sup
plement Security Income an d Social 
Securit disability benefit programs 
provid n essential income safety net 
for pe Ie with disabilities. 

Yet ese programs face a real liscal chal
leng Wasle, fraud and abuse continues to 
Ihr en public confidence. Most importantly 
th disability program will not be able to pay 
f benefits beginning jus.t eight years from 

w in 2018. 
Those who depend on these critical benefits 
e counting on us to act. They want answers 

we must turn to these issues without 
y. 

h respect to the legislation we are con
side g today, just over '0 years ago Con
gress assed The Ticket to Work and Work 
IncenU s Improvement Act to help those with 
disabilitl get back to work. 

The rant programs we would reauthor
ere created as part of that land-

mark legisl n. 
One of th grant programs, The Work In

centives Plan g Assistance Program funds 
community-bas organizations to assist those 
receiving beneti to find work as well as un
derstand Social urity's complex rules and 

may receive. 

on their benefits, their 
her public benefits they 

Today there are a 
based cooperative a 
States. Last year these 
37,000 people. 

One example is The 
ning Assistance Program 
North Texas which serves' 
north Texas area, including my 
to their hard work, so far this 
percent of their caseload has job 

The other grant program, Th 
and AdVOcacy Program for Bene 
Social Security Program funds 57 
grams covering all 50 States. These 
served almost 9,000 people last year, 
those working or trying to work by assis 
the resolution of potential disputes, incl 
those with their employer. 

The authorized funding level included in t 
bill for these two programs is $30 million. This 

funding level has remained constant since 
the programs were created. 

W I support a one-year extension 
these wo important programs, I am 
appoint that our SUbcommiHee has not 
tinued ttl work it began in May of las 
when we mad that Social Security' 
to Work Pr am wasn't working as 
like. 

Despite so 
new rules were 
we need to look 
is spent. No matt 
programs are, at th 
deserve to know if th 
ey's worth. Programs 
changed or must end. 

I urge all my collea 
I yield back t 
Mr. TANNER 

ance o{ my ti 
The SPE 

to reconsider was laid 

REGULATED INVESTMENT COM
PANY MODERNIZATION ACT OF 
2010 
Mr. NEAL. Madam Speaker, I move 

to suspend the rules and pass the bill 
(H.R. 4337) to amend the Internal Rev
enue Code of 1986 to modify certain 
rules applicable to regulated invest
ment companies, and for other pm
poses, as amended . 

. The Cle rk read the title of the bill. 
The text of the bill is as follows: 

H.R. 4337 
Be it enacted by the Senate and HQuse 0/ Rep

resentatives of the United States 0/ America in 
Congress assembled, 
SECTION 1. SHORT TITLE, ETC. 

(a) SHORT TITI..E.- This Act m ay be cited as 
the "Regulated Investment Company Mod
ernization Act of 2010". 

(b) REFERENCE.- Except as otherwise ex
pressly provided, whenever in this Act an 
amendment or repeal is expressed in terms of 
an amendIn'ent to, or repeal of, a section or 
other provision, the reference shall be con
sidered to be made to a section or other pro
vision of the Internal Revenue Code of 1986. 

(c) TABLE OF CONTENTS.-The table of con
tent s for this Act is as follows: 
Sec. 1. Short title, etc. 
TITLE I- CAPITAL LOSS CARRYOVERS 

OF REGULATED INVESTMENT COMPA
NIES 

Sec. 101. Capt l>a.l loss carryovers of regulated 
investment companies. 

TITLE II- MODIFICATION OF GROSS IN
COME AND ASSET TESTS OF REGU
LATED INVESTMENT COMPANIES 

Sec. 201. Income from commodities counted · 
towa.rd gross income test of 
regula.ted investment compa
nies. 

Sec. 202. Savings provisions for fa.ilures of 
regul ated investment compa
nies to satisfy gross income and 
a.sset tests. 

Permanent Subcommittee on Investigations 

EXHIBIT#4b 
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TITLE III-MODIFICATION OF RULES RE 

LATED TO DIVIDENDS AND OTHER DIS
TRIBUTIONS 

Sec . 301. Modification' of dividend designa
tion requirements and alloca
t ion rules for regulated invest
ment companies. 

Sec. 302. Earnings and profits of regulated 
investment companies. 

Sec. 303. Pass-thru of exempt-interest divi
dends and fo reign t ax credits in 
f und of funds structure. 

Sec. 304. Modi!:lcation of rules for spillover 
dividends of regulated invest
ment companies. 

Sec. 305. Return of capita l distributions of 
regulated investment compa
nies. 

Sec. 306. Distribut ions' in redemption of 
stock of a regulated investment 
company. 

Sec. 307. Repeal o f preferential dividend rule 
for publicly oUered regulated 
investment companies. 

Sec. 308. Elective deferral of certain late
year losses of regulated invest
ment companies. 

Sec. 309. Exception to holding period re
quirement for certain regularly 
declared exempt-interest dh'i
dends. 

TITLE IV-MODIFICATIONS RELATED TO 
EXCISE TAX APPLICABLE TO REGU
LATED INVEST MENT COMPANIES 

Sec. 401. Excise tax exemption for certai n 
regulated investment compa
nies owned by tax exempt enti
ties. 

Sec. 402. Deferral of certain ga.ins and losses 
of regulated investment compa
nies for excise tax purposes. 

Sec. 403. Distributed amount for excise t a x 
purposes determined on basis of 
taxes paid by regulated invest
ment company. 

Sec. 404. Increase in required distribution of 
capi tal gain net income. 

TITLE V-OTHER PROVISIONS 
Sec. 501. Re:peal of assessable penalty with 

respect to liab1l1ty for tax of 
regulated investment compa
nies. 

Sec. 502. Modification of sales load basis de
ferral rule for regulated invest
m ent companies. 

T ITLE VI-P AYGO COMPLI ANCE 
Sec. 601. Paygo compliance. 
TITLE I-CAPITAL LOSS CARRYOVERS OF 

REGULATED INVESTMENT COMPANIES 

SEC. 101. CAPITAL LOSS CARRYOVERS OF REGU. 
LATED INVESTMENT COMPANIES. 

(a) IN GENERAL.-Subsection (a) of section 
1212 is amended by redesignating paragraph 
(3) as paragraph (4) and by inserting after 
paragraph (2) the fo llowing new paragraph: 

"(3) REGULATED INVESTMENT COMPANIES.
"(A) I N GENERAL.-If a regulated invest

ment company has a net capital loss for any 
taxable year-

"(i ) paragraph (1) shall not apply to su ch 
loss , 

"(li) the excess of the net shor t-term cap
Ital l oss over the net long-term capital gain 
for such year shall be a short-term capital 
loss ariSing on the first day of the next tax
able year, and 

"(iU) the excess of the net long-term cap
i tal loss over the net short· term capital gain 
for such year shall be a l ong-term capital 
loss arising on the fi rst day of the next tax
able year. 

"(B) COORDINATION WITH GENERAL RULE.-If 
a. net capital loss to which paragraph (1) ap
plies is carried ·over t o a taxable year of a 
regulated investment company-

"(1) LOSSES TO WHICH THlS PARAGRAPH AP
PLIES.- CIauses (Ii ) and (Ui) of subparagra:ph 
(A) shall be applied without regard to any 
amoun t treated as a short-term capital 108s 
under paragraph (1). 

"(11) LOSSES TO WHICH GENERAL RULE AP
l'LIES.-Paragraph (1) shall be applied by sub
stituting 'net capita} loss for the loss year or 
any taxable year thereafter (other thah a net 
capital loss to which para.graph (3)(A) ap
plies), for 'net capital loss for the loss y ear 
or any t axable year thereafter'.". 

(b) CONFORMING AMENDMENTS.-
(1) Subparagraph (0) of section 1212(a){I) is 

amended to r ead as follows: 
"(C) a capital loss carryover to each of the 

10 taxable years succeeding the loss year, but 
only to the extent such loss is a ttributable 
to a foreign expropriation loss ,". 

(2) Paragraph (10) of section 1222 is amend
ed by striking " section 1212" and inserting 
"sect ion 1212(a)(1)". 

(C) EFFECTIVE DATE.-
(1) IN GENERAL.-Except as provided in 

paragraph (2), 'the amendments made by this 
section shall apply to net capital losses for 
taxable years beginning after th e date of the 
enactm ent of this Act. 

(2) COORDINATION RULES.-Subparagrapb (E) 
of section 1212(8.)(3) of the Internal Revenue 
Code of 1986, as added by this section, shall 
apply to taxable years beginning after the 
date of the enactmen t of this Act. 
TITLE II-MODIFICATION OF GROSS IN· 

COME AND ASSET TESTS OF REGU· 
LATED INVESTMENT COMPANIES 

SEC. 201. INCOME FROM COMMODITIES COUNTED 
TOWARD GROSS D"o'COME TEST OF 
REGULATED INVESTMENT COMPA· 
NIES. 

(a) GROSS INCOME TEsT.- Subparagraph (A) 
of section 851{b)(2) is amendsd-

(1) by striking "foreign currencies" and in
serting "commodities" , and 

(2) by striking "or currencies" and insert
Ing " or commodities". 

(b) REPEAL OF REGULATORY AUTHORITY T o 
ExCLUDE CERTAIN FOREIGN CURRENCY GAINS 
FROM QUALIFYING INCOME.-Subsection (b) of 
section 851 is amended by striking " For pur
poses of parag-raph (2), the Secretary may by 
regulation exclude [rom qualifying income 
foreign currency gains which are not directly 
related to the company 's principal business 
of investing in stock or securiti es (or options 
and futures with respect to stock cr securi
ties)." in the flush I1'1&tter after paragraph 
(3). 

(c) CONFORMING AMENDMENTS.-
(1) Subsection (h) of section 851 Is amended 

by inserting "(determined by substi tuting 
'foreign currencies' for 'commoditi es ' there
in)" after "subsection (b)(2)(A)". 

(2) Pa.ragraph (4) of section 7704(d) is 
amended by inserting "(determined by sub
stituting 'foreign currencies' for 'commod
ities' therein )" after "section 85l(b)(2)(AY' . 

(d) EFFECTIVE DATE.-The amendments 
m~de by this section shall apply to taxable 
years beginning after the date of t he enact
ment of this Act. 
S • 202.. SAVINGS PROVISiONS FOR F 

SATlSF 

OF REGULATED INVESTMENT 
PANIES TO SATISFY GROSS 
AND ASSET TESTS. 

TEST.-Subsection 

doe :preserve a corporation's 
reg a ted investment company 
t icular quarter-

which 

which 

"(A) IN GENEflAL.-A corporation that fails 
to eet the requirements of subsecti on (b) ) 
(ot r thao a failure described in subpa 
gra (B)(i» for such quarter shall nevert 
less e considered to have satisfied the e
quir' eo'ts of such subsection for such q r 
t er if 

"(I) 
tion 
m ents 
descrip 
por atio 
of such 

'ca
ire-

er, a 
cor
ents 

llowing the corporation's tdent 
t he faUure t o satisfy the re 
such subsection for such qua 
o of each asset that causes t 
to faU to satisfy the requir 
bsect ion at the close of Stl Quar

uarter 
e Sec-

ter is set orth In a schedule for suc 
filed in e manner provided by 
retary, 

"(11) the a.llure to meet the req 
of such su ection for such quarte 
reasonable use and not due to 

rements 
is due to 
mful ne-

glect , and 
"(UI)(I) tb 

sets set for 
clause (1) wi t 
of the qnart 

corporation dispos 
on t he schedule 
n 6 m onths after 

i n which the 
identH1cation f the failure to 
quirements of uch subsectio 
sllch other t im eriod prescrt 
retary and in t manner pr 
Secretary, or 

of the 8.8-

eciCied in 
he last day 
rporation's 

t isfy the re-
occurred or 

d by the Sec
cri bed by the 

"(II) the requ ments of 
are otherwi se t within 
specifi ed in subcl se (I). 

"(B) RULE FOR ERT AIN 
URES.-A corporat n tha 
requirements of s secti 
quarter shall neve hele 
have sati sfied' the r uir 
section for such qua er 

ch subsection 
e time pertod 

E MINI MIS F'Aj1r 
ails t o meet the 

(b)(3) for such 
be considered to 
ents of such sub-

"(I) such faUure is u to t h e ownership of 
assets the total valu whioh does not ex-
ceed the. lesser of

"(1) 1 percent of the 
poration 's a ssets at 
for which such measu 

" (II) $10,000,000, an 

tal value of the cor
end of the QUarter 
ent is done, or 

"(U )<n the corpor 
t t fication oC such f 

fo llowing the iden
disposes of assets 
irements of such 
after the last day 

in order to meet 
subsection within 
of the quarter i 
identification of t 
quirements of s 
such other time 
retary and in t 
Secretary, or 

which he corporation's 
to satisfy the re
ion occurred or 
ibed by the Sec

e failur 
h subse 
riod pres 
manner escribed by the 

"(II) the req 
are otherwise 
specified in su 

" (C)TAX.
"(1) TAX 1M 

rements of 
et within t 

lause (I). 

ch subsection 
t ime period 

. plies to a co 
Is hereby I 
in an arno 

SEn.-I! subpar 
ora.tion for any 

osed on such corp 
equal to the great 

,0' 

ph (A) ap
arter, there 
ation a tax 
of-

mount determin ed ( rSllant to 
promulgated by the ecretary) 

"(I) $50,00 
" (II) the 

r egulatl0 
by multi 
the asse 

ing the net income ge rated by 
escribed in the schedul specified 

gra ph (A)(i) for the per d speci
use (11) by the highest r of tax. 

in sectton 11. 

in subpa 
fied in 
spectfJe 

"(11) 
. t he pe 
riod b 
ure t 
(b)(3) 
such 

IOD.-For purposes of clau (i){ll), 
d described in this c lause Is he pe

inning on the first date that t faU
atisfy the requirements of sub ctlon 
ccurs as a result of the owner ip of 

ssets and ending on the earlier the 
date n which the corporati on dispos of 
suc assets or the end of the first qu ter 
wh there is no longer a failure to sa fy 
su subsection. 

111) ADMINISTRATIVE PROVISIONS.-
P poses of subtitl e F , a tax imposed by 
s paragraph shall be treated as an exc 
t with respect to which the deficiency pr 
cedures of such subtitle apply .". 
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DEFERRAL OF CERTAIN GAINS 

LOSSES OF REGULATED 
AlENT COMPANIES FOR EXCISE 
PURPOSES. 

a) IN GENERAL.-Subsectlon (e) of se 
is a.mended by striking paragrap 

(6) and inserting the fo llowing n ew 
gr hs: 

I ) TREATMENT OF SPECIFIED GAIN AND 
LOS AFTER OCTOBER :U OF C 
YEA 

"( IN GENERAL.- Any specified 
specl ad l oss which (but for this pa 
woul e properly taken into aceD 
portio of the calendar year after 
shall treated as ariSing on J a 
the fol wing calendar year. 

"(B) PECIFIED GAINS AND LO Es .-For 
purpose f this paragrapb-

"(1) S CIFIED GAlN.- The ter 
gain' me 5 ordinary gain from 
oha.nge , 0 other disposition of 
eluding t termination of a 
respect to ncb property). Su 
include aD foreign currency 
utable to a ection 988 trans 

'specified 
e sale, ex

operty (1n
sition with 
term shall 

gain attrib
tion (within 

the meanln r section 988) a any amount 
inc ludibl e I gross income der section 
1296(a)(1), 

"(ii) SPEC} 
loss' means 0 
change , or oth 
eluding the te 
respect to suc 
include any fo 
utable to a sec 
the meaning of s 
allowable as a 
1296(a)(2). 

LOSS.-Th rm 'specified 
inary loss m the sale, ex-

dispositio of property ( in
ination a position with 
roperty) Such term shall 
!gn cur ney loss attrib
n 988 ansaction (within 
tion 9 ) and any amount 
educ on under section 

"(C) SPECIAL R 
TO USE THE TAXAB 
any company maki 
graph (4), subparag 
by substituting. the 
pany's taxable year f 

"(6) TREATMENT 
GAIN.-

CO~ANIES ELECTING 
AR.-In the case of 
election under para
(A) shall be applied 

ast day of the com
October 31. 

purposes of deter
estment company's 
standing paragraph 

to market provi
'f such company's 
ber 31. In the case 

" (A) IN GENERAL 
mining a regulat 
ordinary income, 
(1)(0), each specif 
sion shall be ap 
taxable year end 
of a. company m 
graph (4), the pr 
plied by substit 
pany's taxable 

'ng an 
eding se 

g the 180 
ar for Oct 

etlan under para
ence shall be ap

day of the com
er 31. 

MARK MARKET PROVI-
cses of this agraph, the 
mark to m ket provision' 
1256 and 129 nd any other 

is title (or reg ations there
treats property s disposed of 

" (B) SPEC; 
SION.- For pu 
term 'speclCi 
means secti 
provision of 
under) whic 
on the last y of the taxable r. 

"(7) ELE 
NA,RY LOSS 
tions pres 
of a reg 
has a ta 
year-

E DEFERRAL OF RTAIN ORDI
.- Except as provid in regula

ibed by the Secreta in the case 
ated investment com ny which 
ble year other than t calendar 

"(A) s h company may elect to etermine 
its ord ary income for the cale ar ye'ar 
withou regard to any net ordina ass (de
termi wit hout regard to specif d gains 
and 1 ses taken into account un para
grap 5» which is attributable to e por
tion such calendar yea.r which is a er the 
begl log of the taxa ble year which eglns 
tn s h calendar year, and 

) any amount of net ordinary 10 not 
te. n into acoount for a. calendar ye by 
re on of subparagraph (A) shall be tr ted 

rising cn the 1st day of the followin al
ar year.". 

b) EFFECTIVE DAT8.- The amendm ts 
de by this section shall apply to calen r 

ars beginning after the date of the ena 
ent of this Act. 

SEC. 403. DISTRIBUTED AMOUNT FOR EXCISE 
PURPOSES DETERMINED ON B IS 
OF TAXES PAID BY REGULATE 
VESTMENT COMPANY. 

a) IN GENERAL.- Subseetfon (c) of se ion 
4 is amended by adding at the end fol-
Io . ng new paragraph: 

) SPECIAL RULE FOR ESTIMATED T PAY
ME s.-

late 
appli 
enda 

) IN GENERAL.-In the case of 
investment ccmpany which el 

tion of this paragraph for 

regu
ts the 
y cal-

ear-
"(1) 

such c 
e distributed amount with r 

pany for such calendar ye 
pect to 

shall be 
ualified 
by such 
and 

increas by the a.mount on whic 
est1mat tax payments are rna 

during such calenda.r ye 
distributed amount 

mpany for the followi 
e reduced by the am 

compan 
"(11) 't 

to such 
year shal 
increa.se. 

h respect 
calendar 
t of such 

LI'FJED ESTIMATED 
purposes of this p 
'ed estimated t 

TAX PAY
agraph, the 

payments' 
lendar year , 
tax described 

"CB) Q 
MENTS.-Fo 
term 'qual 
means, with 
payments of 
in paragraph 
which begins 
endar year." . 

espect to any 
timated tax of 
(1)(B) for an 
ut does not 'e 

taxable year 
) in such cal-

(b) EFFECT DATE.- e amendmen t 
ply to calendar 

te of the enact-
made by this s tion shall 
years beginning iter the 
ment of this Act . 
SEC. 404. INCREAS REQ 

orc ALG 
Ca) IN GENERAL. Subp 

tion 4982(b)(1) is en 
percent" and insert g" 

(b) EFFECTIVE TE 
made by this sectio 
years beginning afte 
ment of this Act. 

TlTLEV-OT 

ED DISTRIBUTION 
NET INCOME. 

agraph (B) of sec~ 
by striking "98 

.2 percent ". 
The amendment s 

II apply to calendar 
e date of the enact-

PROVISIONS 
SEC. ti01. REPEAL OF SSESSABLE PENALTY 

WITH RES T TO LIABll.ITY FOR 

~~MPOF_"~" •• ~TEO ~STIME~~ 

(a) IN GENERAL.
chapter 68 is arne 

of subchapter B of 
striking section 

item relating to 
sections of such 

6697 (and by strlk g th 
snch section 1n th table 
part). 

(b) CONFORMING AMENDM 
is amended by s ing subs 

(c) EFFE DATE.- T 
made by this se ion shall 
years beginning iter the da 
ment of this Ac 

IT .- Section 860 
tion (j). 

amendmen ts 
ply to taxable 

of the enact-

SEC. 1502. MOOIF ATION OF SAL LOAD BASIS 
·DE RAL RULE FO REGULATED 

STMENT COMP S. 
L.-Subparagra (0) of sec-
amended by stri ng "subse
es" and insert1 "acquires, 

riod begtllDing on e date of 

(a) IN GENE 
tion 852(f)(1) 
quently acq 
during the 
the disposi 
(B) and end 
year follc 
eludes the 

n referred to in su aragraph 
g on January 31 of th calendar 
g tl1e calendar year that in-

te of such disposition,' 
(b) EF 

made by 
incurred 
date of t 

TI 

CTIVE DATE.- The am dment 
is section shall apply to harges 
taxable years beginning a er the 
enactment of this Act. 

E V1- PAYGO COMPLlANC 
SEC. 601 AYGO COMPLIANCE. 

The dgetary effects of this Act, f the 
purpos of complying with the Stat 
Pay-A ou-Go-Act of 2010, shall be d 
mine y reference to the latest state 
title Budgetary Effects of PAYGO Legi 
tlon' or this Act, submitted for printing in 
the ngressional Record by the Ohairman of 
the ouse Budget Committee, provided that 
such statement ha.s been submitted prior to 
the vote on passage. 

The SPEAKER pro tempore. Pursu
ant to the rule, the gentl eman from 

Massachusetts (Mr. NEAL) and the gen
tleman from Michigan (Mr. CAMP) each 
will controlZO minutes. 

The Cha.ir recognizes the gentleman 
from Massachusetts. 

GENERAL LEAVE 
Mr. NEAL. Madam Speaker, I ask 

unanimous consent that all Members 
may have 5 legislative days in which to 
revise and extend their remarks and to 
include extraneous material on the bill 
under consideration. 

The SPEAKER pro tempore. Is ther e 
objection to the request of the gen
tleman from Massachusetts? 

There was no objection. 
Mr. NEAL. Madam Speaker, I yield 

myself such t1me as I might consume. 
Madam Speaker, more than 100 years 

ago, the first U.S. mutual fund was 
started in Boston. Mutual funds have 
been a way of life for " everyman" to 
invest in the market, with the benefits 
of pooling and diversification. Indeed, 
it invites the term "mutualization. " 
Today, more than 50 million house
holds invest through mutual f~ds 
with a median household income of 
S80,OOO. More than 50 percent of 401(k) 
plan assets were invested in mutual 
funds at the end of 2009. 

H.R. 4337 wa.s introduced last year by 
Mr. RANGEL and me to modernize the 
tax laws regarding regulated invest
ment companies, better known as 
mutual funds. A technlca'l explanation 
and revenue tabl e for this bill may be 
fou nd on the Joint T ax Web s ite, 
www.jct.gov. . 

The tax rules that relate to mutual 
funds date back more than a half cen
tury. Although these rules have been 
updated from time to time , it has been 
over 20 years since they were last revis
ited. The bill before us today would 
make several changes to the Tax Code 
to address outdated provisions, such as 
rules that rel ate to preferential dlvi
dends and rules that require mutual 
funds t o send separate annual dividend 
designation notices to shareholders and 
rules that prevent mutual funds from 
earning income from commodities. 

In June, my subcommittee, the Se
lect Revenue Measures Subcommittee, 
reviewed this legislation with a panel 
of experts who expressed support for 
these changes. 

T oday, I am pleased to be joined by 
m y friend, the gentleman from Michi- · 
gan (Mr. CAMP), in bringing this bill to 
the floor with a few technical changes 
and revenue offsets from within the in
dustry. The Ways and Means Com
mittee has the responsibility to review 
our tax rules from t ime to time, re
move the dead wood, and update where 
necessary. This bill accomplishes that 
to the benefit of investors, taxpayers, 
a n d mut ual fund companies. I urge i ts 
adoption. 

I reserve t he balance of my time. 
Mr. CAMP. Madam Speaker, I yield 

myself such time as I may consume. 
(Mr. CAMP asked and was given per

mission to revise and extend his re
marks.) 

Mr. CAMP. Madam Speaker, regu
lated investment companies, better 
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known in their most prevalent form as 
mutual funds, are intended to provide 
individual investors the ability to in
vest easily and with l ow costs in a di
versified pool of professionally man
aged investments. According to the In
vestment Company Institute, leI, the 
main trade association for mutual 
funds, more than 50 million American 
families currently invest in mutual 
funds . 

Most of the current law mutual fund 
rules were last collectively updated 
more than two decades ago. H.R. 4337 
would modify and update certain tech
nical tax rules pertaining to mutual 
funds in order to make them better 
conform to, and interact with, other 
aspects of the Tax Code and applicable 
securit ies laws. 

On June 15, 2010, t h e Ways and Means 
Subcommittee on Select Revenue 
Measures held a hearing on H .R . 4337. 
Invited wi tnesses, including a rep
resentative of ICI, were supportive of 
the bill , and we are not aware of any 
controver sy or oppOSition to the l egis
lation. 

Let 'me close by makin g a broader 
point. I t certainly is appropriate for 
Ways and Means to periodically review 
the tax law to ensure that targeted 
provisions of importance to particular 
segments of the economy, including 
the mutual fund industry and their in
vestors, are kept up to date; and I cer- · 
tainly appreciate the majority's deci
sion to hold a hearing on t his bill be
fore bringing it ' to the floor, because 
our committee works best when it 
works under regular order. 

Having said that, I must say that I 
am deepl y disappointed that our com
mittee 'seems to have lost sight of its 
respon sibility to address the s ingle 
most significant tax issue facing Amer
icans right now-preventing a massive 
$3.8 trillion tax increase at the end of 
this year. These looming tax hikes on 
families, seniors, investors, and small 
businesses not only threaten ever y 
American taxpayer with higher taxes, 
but they're also contributing signifi
cantly to the uncertainty we see in the 
economy as a whole. So while we 
should continue to work together to 
modernize the tax rules governing mu
tual funds, we also should be working 
together to prevent harmful tax in
creases,. such as the tax hikes on cap
ital gains and dividends t hat . will dra
matically affect the very same mutual 
fund investors we'r e focusing on here 
today. 

With t h at, Madam Speaker , I urge 
support for the bill before us. 

lNvESTMEh"T COMPANY INsTITUTE, 
Washington, DC, September 28, 2010. 

Re: ICI Strongly Supports Mutual Fund Mod-
ernization Legislation. 

Hon. NANCY PELOSI, 
Speaker. House of Representatives. 
U.S. Capitol, Washington , DC. 
Hon. JOHN BOEHNER, 
Republican Leader, House of Representatives, 
U.S. Capitol, Washington, DC. 

DEAR SPEAKER PELOSI AND REPUBLICAN 
LEADER BOEHNER: The Investment Company 
Institute strongly supports the bipartisan 

Regulated Investment Company ("RIC") 
Moderniza.tion Act (H.R. 4337). On behalf of 
the millions of mutual fund shareholders 
who would benefit from this b1l1, we urge all 
House members to vote favorably on this bill 
when it is considered on the Suspension Cal
endar. 

This bill would modernize the tax laws 
that govern mutual funds. These laws have 
not been updated in any meaningful or com
prehensive way since 1986, almost a qua.rter 
century ago; some of the provisions in cur
rent law date back more th an 60 years. Nu
merous developments during the pa.st 20-plus 
years-including the development of new 
fund structures and distribution channels
have placed considerable stress on the cur
rently applicable t ax rules. 

The legislation's many benefits were dis
cussed in detail during the bill's June 2010 
hearing before the Committee on Ways and 
Means Select Revenue Measures Sub
committee. The three key areas in which the 
bill would benefit funds and their share
holders involve: 

improving tbe efficiency of mutual fund in
vestment structures, 

reducing disproportionate tax con
sequences for inadvertent errors, and 

minimizing tbe need for amended tax 
statements and amended tax returns. 

As diseussed in detaIl in our testimony be
fore the Subcommittee, the bill would reduce 
the burden arising from amended year-end 
tax inCormation ' statements, improve a 
fund's ability to meet Its distribution re
quirements, create remedies Cor inadvertent 
mutual find qua.lification failures, improve 
the tax treatment of Investing in a "fund-of
funds" structure, and update the tax treat
ment of fund capt tal losses. 

This bill reflects the sponsors' conclusion, 
with which we strongly agree, that it is im
portant to update, clarify, and streamline 
the mutual fund tax rules. By eliminating 
uncertainties and allowing appropriate inno
vations, funds will become more efficient. 
The 101 supports the pay-fors included in 
H.R. 4337. wbich apply to regulated invest
ment companies and fully offset the modest 
revenue costs of the legislation. 

Enacting tbis legislation will allow our 
members to Cocus on what they do best-
serving their shareholders. 

We urge your support. 
Sincerely, 

PAUL SCHO'M' STEVENS, 
President and Chief Executive OfficeT. 

I reserve the balance of my time. 
Mr. NEAL. Madam Speaker, ,I yield 

myself such t ime as I might consume. 
Madam Speaker, we held a hearing 

on this bill. It is well received by the 
investors; it is well receiv ed by the mu
tual fund companies, and it certainly 
received no negative commentary in 
the H ouse. Why cannot we just come t o 
this floor and speak to the issue at 
hand? 

I worked hard on this piece of legisla
tion with Mr. TIBERI for a l ong period 
o f time. This is the legislation that 's in 
fron t of this Congress at this particular 
time. It was well met because it was 
fully vetted in the committee with suf
ficient opportunity for any- and every
one to comment on it. 

This is a product that we sh ould be 
proud of. F or t h e first t ime in two dec
ades, we are modernizing issues that 
relate to t h e industry that many. if not 
millions, of Americans come to depend 
upon for retirement. I don't understand 
why there would be any additional ar-

gument m ade on any other piece of leg
i slation that was being considered 
when, in fact, this is t h e matter that's 
before u s a t this particular time. 

I reserve the balance of m y t ime. 

o 1710 
Mr . CAMP. I have no further requests 

for time, and I yield back the balance 
of my time. 

Mr. NEAL. Madam Speaker, I have 
n o further requests for time, I urge 
adoption of the b111, and I yield bac.k 
the balance of my time. 

The SPEAKER pro tempore. The 
question is on the motion offered by 
the gentleman from Massachusetts 
(Mr. NEAL) that the H ouse suspend the 
rules and pass the b1ll, H.R. 4337 , as 
amended. 

The question was taken; and (two
thirds being in the affirmative) the 
rules were suspended and the bUl, as 
amended, was passed. 

A motion to reconsider was la id on 
the table. 

GAE-BASED RENEWABLE F 
PROMOTION ACT OF 2010 
VAN HOLLEN. Madam Spe 

~e to suspend the rules an 
11 (H.R. 4168) to amend the 
venue Code of 1986 to. exp 
on of cellulosic biofue 
gae-based biofuel for rposes 
11ulos1c biofuel produ r credit 

and t he eCial a llowance for ellulosic 
biofuel p nt property, as a nded. 

The Cl k read the t1tle a he bill : 
The tex of t h e bill is as flows: 

gnocellulos1c or 
1s available on 

sis, and 
cultivated a lgae, c 

orlemn 
"(G ) EClAL RULES FOR A 

case 0 

descri 
is sol 

uel which is derived fro 
d in subparagra.ph (F)(U) 

by the taxPayer t o another 
g by such other person in 
meets the requirements of 

(E)(1)(Il)-

.~In the 

) such sale shall be treated as d 
ubparagraph (C)(i), 
(it) such fuel shall be treated as m ting 

the requirements of subparagraph (E) )(II) 
in the bands of sucb taxpayer, and 
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C. 404. INCREASE IN REQumED DISTRmUTION 
OF CAPITAL GAIN NET JNCOME. 

IN GENERAL.-Subparagraph (Bl of sec-
4982(b)(l) is amended by striking " 98 
t" and inserting " 98.2 percent". 

FFECTlVE DATE.- Tbe a.mendments 
made this section shall apply to calendar 
years I) inning after the date of the enact
ment of is Act. 

E V-OTHER PROVISIONS 
PEAL OF ASSESSABLE PENALTY 

RESPECT TO LIABD...ITY FOR 
OF REGULATED INVESTMENT 
ANIES. 

(a) IN GENE 
chapter 68 Is 
6697 (and by at 
BllCh section in t 
part). 

.-Part I of subchapter B of 
ended by striking section 
iog the item relating to 

table of sections of snch 

(b) CONFORMING 
is amended by 6triki 

DM.ENT .-Section 860 
snbsection (j). 

(e) EFFECTIVE DA 
made by this sect ion 
years beginning after t 
roeot of this Act. 

.- The amendments 
all apply to taxable 

date of the enact-

ALES LOAD BASIS 
FOR REGULATED 

S. 

(a) IN GENERAL.-Subpa.ra ph (0) of sec-
tion 852(0(1) Is amended by 8 king "subse
quently acquires" and insert "acquires, 
during the ' period beginning 0 the date of 
the disposition referred to in s paragraph 
(B) and ending on January 31 of t calendar 
year following the calendar yea that In
cludes the date of snch djspositlon,' 

(b) EFFECTIVE DATE.-Tbe am 
made by this section sball apply to 
incurred in taxable years beginning af 
date of the enactment of this Act. 

SA 4745. Mr. REID (for Mr. CARP 
proposed an amendment to the bill 
3167, to amend title 13 of the Unit 
Stat es Code to provide for a 5-y 
term of office for the Director of 
Census and to provide for auth 
and duties of the Director and Duty 
Director of the Census, and fa other 
purposes; as follows: 

Beginning o n page 5, strt ~e lin 
that follows through page 6, line 
sert the followlnlf: 

"(6) ADVISORY COMMITTEES.
"(A) ADVISORY COMMITI'EES G 
"(1) AUTHORITY TO ESTABLI .-Tbe Direc· 

tor may ,establish such advi ry committees 
as the Director considers a ropria te to pro
vide advice with respect any function of 
the Director. 

"(ii) COMPENSATION A 
bers of any advisory c 
under clause (i) sha 
pensation, but shall 
tation expenses an 
sistence in accord 

EXPENSEs.-Mem
i ttee established 

serve without com· 
entitled to transpor

er diem in lieu of sub
ce with section 5703 of 

title 5. 
"(B) T ECfrnOLO 
"(1) IN GENER 

after the date 
Oversight Ef 
form Act of 

ADVISORY COMMITrEE.
.-Not later than 180 days 

the enactment of the Census 
tency and Management Re-

0, the Director shall establish 
a technolo 
paragraph 

advisory committee under sub
). 

"(11) M 
nology 
from t 
tors f 

ERSHIP.-Members of the tech
iaory committee shall be selected 

public, private, and academic sec
among those wbo have experience 

in te nologies and servi ces relevant to t he 
g and execution of the census. pI 

l) DUTIEs.-Tbe technology advisory 
mittee shall make recommendations to 
Director and publ1sh reports on the use 

commercially available technologies and 
services to imp~ove efficiencies and manage 
costs in the implementation of the census 

and census-related activities, including p. t 
projects. 

"(7) REGULATIONs.-The Director m 
consultation with the Secretary, p 
such rules and regulations as the 
considers necessary or appropriate 
ont the functions of the Director. 

"(8) DELEGATIONS, ETC.-The DI ctor may 
assign duties , and delegate, or a orlze suc
cessive redelegations of, authorl to act and 
to render decisions, to such of 
p) oyees of the Bureau as th irector may 
find necessary. Within the imitations of 
such assignments, delegati s , or r edelega
tions, all offi cial acts and eclsions of such 
officers and employees s I have the same 
force and effect as thou performed or ren-
dered by the Director. asSignment, dele-
gation, or redelegatio der this para:graph 
may not take effect b ore the date on which 
noti ce of such assi ent, de legation , or re-
delegation (as the e may be) is published 
in the Federal Reg ter. 

ND GOVERNMENTAL A FFAIRS 

cCASKILL. Mr. PreSident, I 
imous consent that the Com
on Banking, Housing, and 

Affairs and the Committee on 
land Security and Governmental 

Af irs be authorized t o meet during 
t session of the Sena.te on December 

2010, at 3:30 p.m., to conduct a joint 
earing entitled "Examining the Effi

ciency, Stability, and Integrity of the 
U.S. Capitai Markets." 

The PRESIDING OFFICER. Without 

COMMITTEE ON THE .nJDICIARY 

Mrs. McCASKILL. Mr. President, I 
a unanimous consent that the Caro
m tee on the Judiciary be authorized 
to eet dut:ing tlie session of the Sen

December 8, 2010, a t 10 a.m. in 
of the Dirksen Senat e Office 
, t o conduct an executive busi

ness m ting. 
The P ESIDING OFFICER. Without 

objecti(~m 

Presiden t, I ask unan
imous consen hat the cloture vote on 
the motion to oceed to Ca lendar No. 
443, S. 3992, occ at 11 a.m. tomorrow, 
December 9, wi the time following 
any leader t ime til 11 a.m. equally 
divided and cant lIed between t he 
leaders or their d ignees; that fol
lowing any leader s tement, Senat or 

. DURBIN be recognized r · up to 10 min
utes, and the Senate t n resume con
sideration of the motio to proceed to 
S. 3992; that during Thur 
Senator BENNETT be r 
speak for up to 20 minutes 
well speech and also Sena 
be recognized at 2 p.m. fo up to 20 
minutes for his farewell sp 
that Senator BUNNING be recog 
up to 30 minutes for his 
speech . 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

REGULATED INVESTMENT COM
PANY MODERNIZATION ACT OF 
2010 
Mr. REID. I ask unanimous consent 

that the Senate proceed to t he consid
eration of Calendar No. 640 , H.R. 4337. 

The PRESIDING OFFICER. The 
cl erk will report the bill by title. 

The l egislative clerk read as follows: 
A bill (B .a. 4337) to amend the Internal 

Revenue Code of 1986 to modify certain rules 
applicable to regulated investment oompa
nies, a.nd for other purposes. 

There being no objection, the Senate 
proceeded to consider the bill. 

Mr. REID. I ask unanimous consent 
that the Bingaman substitute amend
ment which is a t the desk be agreed to; 
the btll, as amended, be read three 
times, passed; t he motion t o r econsider 
be laid on the table; and any state
ments relating to this matter be print
ed in the RECORD . 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

T he amendment (No. 4744) wa.s agreed 
to. 

(The amendment is printed in today's 
RECORD under " T ext of Amendments. ") 

The amendment was ordered to be 
engrossed and the bill read a thir d 
time. 

The bill (H.R. 4337) , as amended, was 
read the t hird t ime a.nd passed. 

NSUS OVERSIGHT EFFICIEN 
ND MANAGEMENT REFORM 
F 2010 

. REID. Mr. Prestdent , I ask 
consent t o proceed to Ca 

~, S. 316'1. 
PRESIDING OFFICE . 

·11 report the bill by ti 
islative clerk read 

irector of the Census; Deputy 
he Census; authority and duties 

a ) DEFINITIONS.- As us.ed in this sect; n
(1) 'Director' means t he Director or the 

Permanent Subcommittee on Investigations 
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am pleased that the bill has re
d strong support from the Na

Federation of the Blind and the 
e of Automobtle Manufacturers. 

end manufacturers of hybrid 
and e1 tric vehicles that have already 
stepped orward to work with NHTSA 
to addre this serious safety issue. 

r also nt to thank my chairman, 
Chairman USH, and my colleagues, 
the gentle n from New York (Mr. 
TOWNS) and e gentleman from Flor
ida. (Mr. STE NS), for their leadership 
on this issue, . ch has a strong record 
of bipartisan a reness and support. I 
urge my colleag s to support this Ie,g
islation. 

I reserve the bal 
Mr. PITTS. Mad 

myself such time as 
I rise in support of 

mend Congressman 
gressman STEARNS for 
improve pedestrian safe 
pions of the House com 
tieD to Senate 841. They 
with all the stakeholders 
the legislative compromis 
Senate passed and which is 

ay consume. 
nate 841. I com
WNS and Con

eir efforts to 
as the cham

ion legisla
ve worked 
champion 
that the 
efore us 

today. 
The National Federation of 

and the auto industry support t 
promise legislation that will ens 
destrian safety is not compromi 
evolving engine technology. 

The success of hybrid cars repres 
technological progress, but the bypr 
uct is a silent engine that has rais 
concerns they are not audible to pede 
triaDS and can jeopardize their safety; 
Quiet technology makes it very 
ficult for the 'blind and other pe 
trians, such as children, joggers 
bicyclists, to evaluate traffic th 
not see. The concern is greate 
blind pedestrians that rely on 
attributes of cars to evaluate 
and speed of traffic to ens 
safety. New vehicles that e 
brid or electric engine tee 
be silent, rendering the 
dangerous in situations w re vehicles 
and pedestrians come i 0 proximity 
with each other. 

The changes require 
tion will become m 
hybrid t echnology b 
more widely deplo 
support. 

y t he legisla
important as 

omes more and 
• and so I urge 

I reserve the bal 
Mr. BARROW. 

yield such t ime 
the gentlema 
TOWNS}. 

ce of my time. 
Madam Speaker, I 

s he may consume to 
am New ' York (Mr. 

Mr. TOW 
would like 

Madam Speaker, I 
o thank 'the gentleman 
for yielding time, and of 

ranking member as well. I 
e my colleagues to vote in 

. 841, the Pedestrian Safety 
ent Act. 

, environmentally friendly ve
re quickly becoming a staple in 

ves of Americans who are at
ting to go green. I applaud the use 

echnology that decreases air ponu
n and fossil fuel consumption; how

er, we must address an unforeseen 
cons~quence of such innovation. 

Over the years, we have heard tr c 
stories involving pedestrians and y
brid or elec~ric vehicles. Not too ong 
ago, news accounts were the star. of a 
young child hit by a hybrid c This 
accident was not caused by aver's 
negligence or a car's manufac ing de-
fect. It occurred because e child 
never heard the approachi car. The 
hybrids: engines were simp too Quiet. 
Environmentally friendly hicles such 
as hybrids often fail to p duce audible 
sounds when driven. 

The silent nature of hese vehicles, 
coupled with the gro ing popularity, 
presents a dilemma: w do we protect 
individuals depend on sounds for 
t heir safety, such unsuspec ting pe-
destrians and the lind? T.he solution 
lies in the P edes an Safety Act. 

This act req es the Secretary of 
Transportatio a conduct a study of 
the minimum evel of sound required 
for environ tally friendly vehicles. 
Once this fety standard is deter-
mined, it 11 be applied to all new 
automobi manufactured or sold in 
the Uni States beginning 2 years 
after th standard is issued. This is an 
effecti way, not only to prevent 

e injuries to pedestrians, but 
so without impeding innovation 
tringent regulations. 
is clear that environmentally 

dly vehicles are growing in popu
ity. While it is important to em

ace technology that benefits our en
ironment, we must do so with the 

safety of all citizens in mind. 
This bill successfully passed t he Sen

te last week and has been a l ong time 
ming here in the House. Our Cham
's companion bill , H.R. 734, has 238 
rtisan cosponsors. The bill coming 

from the Senate is even stronger. 
completely deficit neutral and 
ted by t he Alliance of Auto

Manufacturers, the National 
n of the Blind, the Associa
ternational Automobile Man-

ufacture and the American Council 
of the Eli 

Before I onclude, Madam Speaker, 
let me take moment to thank my col
league and friend, Representative 
CLIFF STEAR who has worked over 
the years with' e on this' bill. I want 
to thank staff mbers James Thomas 
and Nicole Alexa er for their tremen

elping' us move this 
forward. I would 

m1ly Khoury and 
Dana Grayson and a; other staff that 
have made this morn a. reality. This 
bill has b.een a model bipartisanship 
and will benefit pedest ns across the 
country for years to com 

I urge all of my colle 
the House of Representa 
me in supporting this 
legislation. 

o 1740 

Mr. PITl'S. Madam Speaker, 
back the balance of my time. 

Mr. BARROW. Madam Spea 
urge my colleagues to support thi leg
islation, a nd I yield bac.k t h e balance of 
my time. 

qu 
t he 
ROW) t 
and pass 

The ques 
The SPEA 

prior announcement, 
{lings on this motion 

oned. 

on 

REGULATED INVESTMENT COM
PANY MODERNIZATION ACT · OF 
2010 

Mr. LEVIN. Madam Speaker, I move 
to suspend the rules and concur in the 
Senate amendment to the bill (H.R. 
4337) to amend t he Internal Revenue 
Code of 1986 to modify certain rules ap
plicable to regulated investment com
panies, and for other purposes. 

The Clerk read the title of the bill. 
The text oJ the Senate amendment is 

as follows: 
Senate amendment: 
Strike all after the enacting cla.use and in

sert the following: 
SECTION 1. SHORT TITLE, ETC. 

(a) SHORT TITLE.- Thts Act may be cUed as 
the "Re.Qulated Investment Company Mod
ernization Act of 2010". 

(b) REFERENCE.- Except as otherwise e:r
presslJl pTOvided, whenever in thi~ Act an 
amendment or repeal ts expressed in terms of an 
amendment to, or repeal of. a section or other 
provision, the reference shall be considered to be 
made to a section or other provision oj the Inter
nal Revenue Code of 1986. 

(c) TA.BLE OF CONTENTS.-Th.e table of con
tents for this Act is as jollows: 
Sec. 1. Short title, etc. 
TITLE I-CAPITAL LOSS CARRYOVERS OF 

REGULATED INVESTMENT COMPANIES 
Sec. ]01. Capital loss carryovers of regulated in

vestment companies. 
TITLE ll-MODIFICATJON OF GROSS IN

COME AND 'ASSET TESTS OF REGULATED 
INVESTMENT COMPANIES . 

Sec. 201. Savings provisions for failures ofregu
lated investment companies to sat
isfy gross income and asset tests. 

TITLE Ill-MODIFICATION OF RULES RE
LATED TO DIVIDENDS AND OTHER DIS
TRIBUTIONS 

Sec. 301. Modification oj dividend tUs/gnation 
requirements and allocation rules 
jor regulated i1.lvestment compa
nies. 

Sec. 302. Earnings and profits of regulated in
vestment companies. 

Sec. 303. Pass-thru of exempt-interest dividends 
and joreign tax credits in fund of 
funds structure. 

Sec. 304. Modification of rules for spillover divi
dends oj regulated investment 
companies. 

Sec. 305. Return of capital distributions oj regu
lated investment companies. 

Sec. 306. Distributions in redemption of stock of 
a regulated investment company. 

Sec. 307. Repeal of preferential dividend rule 
j or publicly offered regulated in
vestment companies. 

Permanent Subcommittee on Investigations 
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Sec, J08. Elective deferral 0/ certain late-year 

losses of regu.lated i.nvestment 
companies. 

Sec. 309. Exception to holding period require
ment fOT certain regularly de
claTed exempt-interest dividends. 

TITLE IV-MODIFICATIONS' RELATED TO 
EXCISE TAX APPLICABLE TO REGU
LATED INVESTMENT COMPANIES 

Sec. 401. Excise tax exemption for certain regu
lated investment companies owned 
by tax exempt entities. 

Sec. 402. De/erral of certain gains and losses of 
regulated ,investment companies 
for excise tax purposes. 

Sec. 403. Distributed amount for excise tax pur
poses determined on basis of taxes 
paid by regulated investment com
pany. 

Sec. 404. Increase in required distribution of 
capital gain net income. 

TITLE V-OTHER PROVISIONS 
Sec. 5{)]. Rep€al o[ assessable penalty with re

spect to liability [or tax of regu
lated investment companies. 

Sec. 502. Modification of sales load basis deier
ral rule for regulated investment 
companies. 

TITLE I-CAPITAL WSS CARRYOVERS OF . 
REGULATED INVESTMENT COMPANIES 

SEC. 101. CAPITAL LOSS CARRYOVERS OF REGU· 
LATED INVESTMENT COMPANIES. 

(a) IN GBNEAAL.-Subsection (a) o[ section 
1212 is amended by redesignating paragraph (3) 
as paragraph (4) and by inserting after para
graph (2) the following new paragraph: 

"(3) REGULATED {NVESTMENT COMPANJES.
"(A) IN GENERAL.-I[ a regulated investment 

company has a net capital loss [or any taxable 
J/ear-

"(i) paragraph (J) shall not apply to such 
loss, 

"(jj) the excess, of the net short-term capital 
loss over the net long-term capital gain for such 
year shall be a short-term capital loss arising on 
the [irst daJ/ of the next taxable year, and 

"(iiO the excess of the net long-tenn capital 
loss over the net skort-term capital gain for such 
J/ear shall be a l ong-term capital loss arising on 
the first dall of the next taxable year. 

"(B ) COORDINATION WITH GENERAL RULB.-l/ a 
net capital loss to which paragraph (1) applies 
is carried over to a tal:able year of a regulated 
investment company-

"(i) LOSSES TO WHICH THIS PARAGRAPH AP
PLIES.-Clauses (it) and (iii) of subparagraph 
(A) shall be applied without regard to any 
amount treated as a short-term capital loss 
under paragraph (1). 

"(it) LOSSES TO . WHICH GENERAL RULE AP
PLJES.-Paragraph (1) shall be applied by sub
stituting 'net capital loss for the loss year or 
any taxable year thereafter (other than a net 
capital loss to which paragraph (3)(A) applies)' 
for 'net capHal loss [or the loss year or any taI
able year thereafter'. ". 

(b) CONFORMING AMENDMENTS.-
(/) Subparagraph (C) of section 1212(a)(1) is 

amended to read as follows: . 
"(C) a capital loss carryover to each of the 10 

taxable years succeeding the loss year, but only 
to the el:tent such loss is attributable to a [or
eign expropriation loss, ". 

(2) Paragraph (10) of section 1222 is amended 
by striking "section 1212" and inserting "sec
tion 1212(0,)(1)". 

(c) EFFECTIVE DATE.-
(1) IN GENERAL.-El:cept as provided in para

graph (2), the amendments made by this section 
shall apply to net capital losses for taxable 
years beginning after the date of the enactment 
of this Act. 

(2) COORDINATION RULES.-Subparagraph (B) 
of section 12I2(a)(3) of the Internal Revenue 
Code of 1986, as added by this section, shall 
apply to taxable years beginning after the date 
of the enactment of this Act. 

TITLE II- MODIFICATION OF GROSS IN
COME AND ASSET TESTS OF REGULATED 
INVESTMENT COMPANIES 

SEC. 201. SAVINGS PROVISIONS FOR FAILURES OF 
REGULATED INVESTMENT COMPA. 
NIES TO SATISFY CROSS INCOME 
AND ASSET TESTS. 

(a) ASSET TEST.-Subsection (d) of section 851 
is amended-

(1) by striking "A corporation which meets" 
and inserting the following: 

"(1) IN GENERAL.- A corporation which 
meets", and 

(2) by adding at the end the following new 
paragraph: 

"(2) SPECIAL RULES REGARDING FAILURE TO 
SATISFY REQUIREMENTS.- If paragraph (1) does 
not preserve a corporation's status as a regu
lated Investment company for any particular 
quarter-

"(A) IN GENERA.L.-A corporation that fails to 
meet the requirements of subsection (b)(3) (other 
than a failure described in subparagrap}J.. (B)(i» 
for such Quarter shall nevertheless be considered 
to have satisfied the requirements o[ such sub
section for such quarter if-

"(i) following the corporation's identification 
of the failure to satisfy the requirements of such 
subsection for such quarter, a description of 
each asset that causes the corporation to fail to 
satisfJl the requirements of such subsection at 
the close of such quarter is set forth in a sched
ule for such quarter filed in the manner pro
vided by the Secretary, 

"(ii) the failure to meet the requirements of 
such subsection for such quarter is due to rea
sonable cause and not due to willful neglect, 
and 

"(iit)(I) the corporation disposes of the assets 
set forth on the schedule specified in clause (i) 
within 6 months after the last day of the quarter 
in which the corporatfon's identification o[ the 
failure to satisfy the requirements of such sub
section occurred or such other time period pre
scribed bJ/ the SecretarJ/ and in the manner pre
scribed by the Secretary, or 

"(II) the requirements o[ such subsection are 
otherwise met within the time period specified in 
subclause (I). 

"(B) RULE FOR CERTAIN DE MIN1MIS FAIL
URES.-A corporation that lails to meet the re
quirements of subsection (b)(3) for such quarter 
shall nevertheless be considered to have sat isfied 
the requirements of such subsection for such 
quarter if-

<O(f) such failure is due to the ownership of as
sets the total value 0/ which does not exceed the 
lesser of-

"(I) 1 percent of the total value of the cor
poration's assets at the end of the quarter for 
which such measurement is done, or 

"(Il) $/0,000,000, and 
"(U)(f) the corporation, [ol/owing the identi 

fication of such failure, disposes of assets in 
order to meet the requirements of such sub
section within 6 months after the last day of the 
quarter in which the corporation's identification 
of the failure to satisfy the requirements of such 
subsection occurred or such other time period 
prescribed by the Secretarll and in the manner 
prescribed by the Secretary, or 

"(II) the requirements o[ such subsection are 
otherwise met within the time period specified in 
subclause 0), 

"(C) TAX.-
"(i) TAX IMPOSED.- If subparagraph (AJ ap

plies to a corporation for any quarter, there is 
hereby imposed on such corporation a tax in an 
amount equal to the greater 01-

"(1) J50,000, or . 
"(11) the amount determined (pursuant to reg

ulations promulgated by. the Secretary) by mul
tiplying the net income generated by the assets 
described in the schedule specified in subpara.
graph (A)(t) for the period specified in clause 
( ii) by the highest rate of tax specified in section 
11. 

"(ii) PERIOD.- For purposes o[ clause (i)(Il), 
the period described In this clause is the period 

beginning on the first date that the failure to 
satisfy the requirements of SUbsection (b){3) ac
curs as a result of the ownership of such assets 
and ending on the earlier of the date on which 
the corporation disposes of such assets or the 
end of the /irst quarter· when there is no longer 
a failure to satis[J/ such subsecti01l. 

"(iii) ADMINISTRATIVE PROVISIONS.-For pur
poses Df subtitle F, a tax imposed by this sub
paragraph shall be treated as an excise tax with 
respect to which the de/icienCl/ procedures Df 
such subtitle apply. ". 

(b) GROSS INCOME TEST.-Section 851 is 
amended by adding at the end the following 
new subsection: 

"(i) FAILURE To SATISFY GROSS INCOME 
TEST. -

"(1) DISCLOSURE REQUIREMENT.- A corpora
tion .that fails to meet the requirement of para
graph (2) o[ subsection (b) [or any taxable year 
shaH nevertheless be considered to have satisfied 
the requirement of such paragraph for such tax
able year i[-

"(A) following the corporation's identification 
of the failure to meet such requirement fo r such 
taxable year. a description of each item of its 
gross income described in such paragraph is set 
forth in a schedule for such taxable year filed in 
the manner provided by the Secretary, and 

"(B) the failure to meet such requirement is 
due to r easonable cause and not due to willful 
neglect. 

"(2) IMPOSITION OF TAX ON FAILURES.- lf 
paragraph (1) applies to a regulated investment 
company [or any taxable year, there is her2cy 
imposed on such company a tax in an amount 
equal to the excess 0[-

"(A) the gross income of such company which 
is not derived from sources referred to in sub
section (b)(2), over 

. "(B) 1/9 of the gross income o[ such company 
which is derived from such sources. ". 

(c) DEDUCTION OF TAXES PAID FROM INVEST
MENT COMPANY TAXABLE [NCOME.-Paragraph 
(2) of section 852(b) is amended by adding at the 
end the following new subparagraph: 

"(G) There shall be deducted an amount equal 
to the tax imposed by subsections (d)(2) and (i) 
of section 851 for the taxable year . ". 

(d) EFFECTTVE DATB.-The amendments made 
by this section shall apply to taxable !lears with 
respect to which the due date (determined with 
regard to any extensions) of the return of tax 
for such tal:able lIear is after the date of the en
actment of this Act. 
TI E ill-MODIFICATION OF RULES RE

TED TO DIVIDENDS AND OTHER DIS· 
UTIONS 

MODIFICATION OF DIVIDEND DE 
TION REQUTREMENTS AND 
TION RULES POR REG 
VESTMENT COMPANIES. 

(a) CANT 
(1) IN GEN 

852(b)(3) is am 
"(C) DEF/NIT 

For purposes o[ t 
"(i) IN GENER - Exce 

clause (ii) , a capita 
dend, or part thereo 
company as a capital 
statements furnished 

"(ii) EXCESS R.EP 
gregate reported 
company for an 
capital gain 0 

NT.
OF EXCESS 

(I) fN GENERAL.-Except as provided in 
ause (ll), the excess reported amount (if 

which is allocable to the reported capital gam 
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(b) EFFECTIVE DATE.-The amendment m 

b this section shall apply to calendar year 
ing after the date of the enactment 0 

ENERAL.-Subparagraph (B) sectjon 
js amended by striking "9 percent" 

g "98.2 percent", 
IVE DATE.-Tne amen 

shall apply to cale aT years be~ 
he date of the en tment of this 

SEC. 501. 

(a) IN GENERAL. 
ehapter 68 Is amen 
(and by striking the 
tion in the table of se 

(b) CONFORMING 
amended by strikin 

(e) EFFECTIVE 
by this section s 
ginning after t 
Act. 

of subchapter B of 
striking section 6697 
relating to such sec
a! such part). 
ENT.-Se.ction 860 is 
'on (j), 

amendments made 
taxable years be

tment of this 

ERAL.-Subparagraph 
amended by striking "s 

and inserting "acquires, 
ginning on the date 0/ the 
to in subparagraph (8) and 

Jan 31 of the calendar year folIo 
cal dar year that includes the date of su 
l' tion,". 

income of $80,000. More than 50 percent 
of 401(k) plan assets were invested in 
m ut ual funds at the end of 2009. 

H.R. 4337 was introduced last year by 
Mr. RANGEL and me ·to modernize the 
tax laws regarding regulated invest
ment companies, better known as mu
tual funds. T he tax rules that relate to 
mutual funds date back more than 50 
years , and although these rules have 
been updated from time to t ime, it h as 
been over 20 years since the rules were 
last r evisited. 

The bill before us today would .make 
several changes to the Tax Code to ad
dress out dated provisions, such as rules 
that relate to preferential dividends, 
rules that require mutual funds to send 
separate annual dividend designation 
notices t o shareh olders, and rules t hat 
prevent mutual funds from earning in
come from commodities. 

In June, my subcommittee, the Se
lect Revenue Measures Subcommittee, 
reviewed this legislation with a panel 
of experts who expressed support for 
the changes. Simply put, the sub
commit t ee held a hearing, and there 
was broad support on the Democratic 
side and on the Republican side for the 
accomplishment that sits in front of 
us. 

I a m pleased to suppor t this modified 
legislation, which is also revenue neu
tral. The Ways and Means Comm i t tee 

) EFFECTlVE DATE.- The amendmen t 
this section shall apply to charges incur 

n taxable years beginning after the date of t 
enactment of this Act. 

e has a responsibility to review our tax 
rules from time to time and to remove 
the deadwood and update where nec
essary. This bill accomplishes that to 
the benefit of the investors, taxpayers, 
and mutual fund companies. 

The SPEAKER pro tem pore. Pursu
ant to t h e rule, the gentleman from 
Michigan (Mr. LEVIN) and the gen
t leman from Ohio (Mr. TIBERI) each 
will control 20 minutes. 

The Chair recognizes the gentleman 
from Michigan. 

GENERAL LEAVE 

Mr. LEVIN. Madam Speaker, I ask 
unanimous con sent t hat all Members 
have 5 legislative days to revise and ex
tend their remarks and insert any ex
traneous material in the CONGRES
SIONAL RECORD. 

The SPEAKER pro tempore. Is t h ere 
objection to the request of t he gen
t leman from Michigan? 

There was no objection. 
Mr. LEVIN. I yield such time as he 

may consume to the gentleman from 
Massachusetts (Mr. NEAL) , someone 
who has been working on this issue 
for-I don't know how long-a long 
time. 

Mr. NEAL. I thank the chairman . 
Madam Speaker, this legislation has 

already passed the House. It really was 
a bipartisan achievement t his year, 
and much of the good work that went 
into t his legislation has been years in 
coming. 

More than 100 years ago, the first 
mutual fund was started in Boston, 
Massachusetts . Mutual funds have been 
a way for the "everyman" to invest in 
the market with benefits of pooling 
a nd diversification . Today, more than 
50 million households invest through 
mutual funds with a median h ousehold 

I urge its adoption. I thank the chair
man for yielding to me, and I thank 
our friends on the other side for their 
endorsement of this legislation as well. 

Mr: TIBERI. I yield myself such time 
as I may consume. 

Madam Speaker, as was just said, 
regulated investment companies, bet
t er known as mutual funds to most 
Americans and to us, are intended to 
provide individual investors the ability 
to invest easily and with low cost in a 
diversified pool of professionally man
aged investmen ts. and they have 
worked. In fact. according to t he In
vestment Company Institute, the larg
est trade association for mutual funds, 
as Chairman NEAL said, more than 50 
million American families currently 
invest in mutual funds. 

Most of t he current laws that mutual 
funds have to deal with have not been 
comprehen sively updated for more 
than two decades . In fact, R.R. 4337 
would modify and update certain tech
nical tax rules pertaining to m utual 
funds. These changes will allow mutual 
funds to better conform to and interact 
with other aspects of the Tax Code and 
security laws. 

As Chairman NEAL said, we had a 
wonderful h earing where every single 
person who testified agreed to the 
changes in the underlying piece of leg
islation . It was passed in t his House 
unanimously a fter that hearing this 
last summer. Every witness was sup-

portlve, and no opposition came before 
us with respect to the legislation .. It 
was passed in the Senate las·t week 'by 
unanimous consent, with one change. 

My hope is today, Chair man LEVIN, 
Chairman NEAL, Madam Speaker, that 
t his House will once again vote for this 
underlying piece of legislation with the 
one change and send it on to the Presi
dent . Let's mak e this change, and let's 
give American mutual fund investors 
some certainty into the future . 

I yield back the balance of my time. 
Mr. LEVIN. Madam Speaker, the bill 

before us righ t now makes important 
chan ges to the tax law rules that r e
late, as Mr. NEAL and Mr. TIBERI said, 
to regulated investment companies, ' 
more commonly known as mutual 
funds. They were described 80 years ago 
in testimony before the Ways and 
Means Committee as, "A group of 
small investors who have banded to
gether for the purpose of obtaining di
versity and super vision through the 
med.1um of pOOling their investments :~' 

While mutual funds continue to serve 
this important role, the tax rules that 
govern mutual funds have not been up
dated in over 20 years. In June of this 
year, t he Selec t Revenue Measures 
Subcomm i t tee, chaired by Mr. NEAL, 
heard testimony (rom a variety of in
dustry experts stressing the impor
tance of modifying our Nation's tax 
laws to ensure that the technical tax 
rules pertaining to mutual funds would 
better interact with other tax rules. 

The Ways _and Means Committee and 
the Congress h ave an obligation to en
sure that our tax rules keep up with 
the times, so the bill before us would 
update and simplify the rules that 
apply to mut u al funds to ensure that 
small investors are not disadvantaged 
simply because they band their invest
ments together through a mut ual fund 
.rather than investing directly. 

The bill enjoys strong bipartisan sup
port. It passed the House by voice vote 
earlier this year and just last week was 
amended t o pass the Senate' by unaht
mous consent . 

I want to tha nk all of my colleagues 
on Ways and Means and all others who 
joined for their contributions to ensure 
tha t these impqrtant changes to the 
mutual fund rules can be swiftly signed 
into law by the President of the United 
States. Passage today will do just that. 
So I urge strong support for this meas
ure. 

I yield back t h e balance of my t ime. 
The SPEAKER pro tempore. The 

question is on the motion offered by 
t he gentlem a n from Michigan (Mr. 
LEVIN) that the House suspend the 
rules and concur in the Senate a mend
ment to the bill, H.R. 4337. 

The question was taken; and (two
thirds being in the affirmative) the 
rules were suspended and the Senate 
amendment was concurred in. 

A motion t o ·r econsider was laid on 
the table. 



Selected Commodity Related Mutual Funds 

Name 

PIMCO Commodity Real Return Strategy Fund 
Fidelity Series Commodity Strategy Fund 
Credit Suisse Commodity Return Strategy 
Highbridge Dynamicc Commodities Strategy Fund 
PIMCO CommoditiesPLUS Strategy Fund 
Oppenheimer Commodity Strategy Total Return Fund 
Russell Commodity Strategies Fund 
DWS Enhanced Commodity Strategy Fund 
Rydex/SGI Managed Futures Strategy Fund 
Altegris Managed Futures Strategy Fund 
Grant Park Managed Futures Strategy Fund 
Goldman Sachs Commodity Strategy Fund 
Equinox MutualHedge Frontier Legends Fund 
Natixis ASG Managed Futures Strategy Fund 
Eaton Vance Commodity Strategy Fund 
Princeton Futures Strategy Fund 
RydexlSGI Long/Short Commodities Strategy Fund 
Harbor Commodity Real Return Strategy Fund 
MFS Commodity Strategy Fund 
Ramius Trading Strategies Managed Futures Fund 
DFA Commodity Strategy Fund 
Transamerica Goldman Sachs Commodity Strategy Fund 
Altegris Macro Strategy Fund 
Invesco Balanced-Risk Commodity Strategy Fund 
Direxion Commodity Trends Strategy Fund 
Jefferies Asset Management Commodity Strategy Allocation Fund 
Credit Suisse Trust Commodity Return Strategy Fund 
Fidelity Commodity Strategy Fund 
ING Goldman Sachs Commodity Strategy Portfolio 
Invesco Commodities Strategy Fund 
LoCorrManaged Futures Strategy Fund 
Blackrock Commodities Strategy Fund 
Van Eck CM Commodity Index Fund 
Rydex Commodities Strategy Fund 
SCA Absolute Return Fund 
Eaton Vance Parametric Structured Commodity Strategy Fund 
Arrow Commodity Strategy Fund 
Columbia Commodity Strategy Fund 
TCW Enhanced Commodity Strategy I 

. Mosaic Managed Futures Strategy Fund 

Total 

Data source: Morningstar, Inc. and various mutualfund materials 
List prepared by Permanent Subcommittee on Investigations, Nov. 2011 

Permanent Subcommittee on Investigations 

EXHIBIT#5a 

2011 Net Assets 

$22,785,400,000 
$7,150,700,000 
$5,407,400,000 
$2,413,200,000 
$1,976,900,000 
$1,212,400,000 
$1,146,200,000 
$1,130,000,000 
$1,130,000,000 
$1,015,000,000 
$1,000,000,000 

$898,600,000 
$556,600,000 
$530,400,000 
$508,700,000 
$385,100,000 
$380,400,000 
$276,700,000 
$249,800,000 
$225,500,000 
$210,200,000 
$169,100,000 
$147,400,000 
$145,400,000 
$131,700,000 
$119,200,000 
$114,200,000 ' 
$112,000,000 
$102,200,000 

$87,000,000 
$77,300,000 
$48,200,000 
$41,200,000 
$24,600,000 
$22,200,000 
$18,200,000 
$16,800,000 

$8,700,000 
$4,100,000 
$1,700,000 

$51,980,400,000 
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a managed tactical fund 

the Commodity Trends . Strategy Fund 

A Diversified Long/Short Commodity Fund. 

direJionfunds. 
Think direction. Invest. r--------. 

Permanent Subcommittee on lnvesti!!ations 

EXHIBIT#5b 
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Why commodities? 
Financial professionals and their clients have found 
that commodities can: 
• potentially provide additional risk-adjusted returns 

over time to a diversified portfolio; 
• be an attractive investment option when global 

demand for commodities surge; 
• offer low correlation to stocks and bonds; 
• be an effective hedge against inflation; and 
• be a diversification tool with the potential to enhance 

all asset allocation models. 

Why consider long/short 
commodities? 
Most traditional commodity funds only provide long 
exposure to commodities. . However, these long-only 
commodity strategies have not proven to provide 
sustainable gains over time because: 
• commodity returns are typically cyclical and sporadic, 
• individual commodity sub-sectors tend to perform 

dissimilarly in differ~nt market environments, and 
• significant drawdowns can be damaging to portfolios 

over time. 

What does that mean for investors? Long-only 
exposure can tend to limit commodities' potential to 
contribute to a portfolio's long-term performance. 
For example, $1 invested in commodities in 1956 is 
worth 71 cents (inflation -adjusted) today'. 

The following chart illustrates the Commodity Trends 
Indicator's (a long/short index) performance results from 
2004 through 2010, as compared to the performance 
of two long only commodity indices, the S&P GSCFM 
(Goldman Sachs Commodity Index) and the DJUBS CI 
(Dow Jones UBS Commodity Index).2 

Commodity Trends Indicator (CTI) vs. the S&P 
GS(I and DJUBS (I: 2004-2010* 

As demonstrated in the table, while the long-only indexes 
had periods of strong positive returns, the long/short 
index was able to maintain more favorable returns with a 
lower volatility measure for the seven year period.' 

*The chart is meant to demonstrate the differences betlNeen 
long only and long/short indices and is not indicative of the 
funds performance. 
, Based on data provided by the Chart Store for the ReuterslCRB 
Continuous Futures Index for the period 11130156 - 01131111. 
1 Past performance, especially statistical information, is not 
necessarily indicative of future results. 
3 Standard Deviation is a measure of the dispersion of a set of 
data from its mean. 
, The expected return of that asset less the rate of return on a 
risk-free asset. This rate is denominated by the risk of that asset 
which is expressed as the standard deviation of returns. 
3" The greatest percent decline from a previous high. 

. mbCUty Trends Strategy . 

~tr;,tpr'v· Fund seeks to match the 
COInmiiditv Trends Indicator (CTI®), 
c·orhm6aitv 'exposure that seeks to 

through its unique long/ 

~Ci!J!:~~~~\~i~:J~t~~i:~~~~:~~!the Fund invests ' j, its investments 
long or short 

pfi,:ei:rei(d~withinthat component, and 

C~t~~~f~jiJX· Trends Indicator work? 
ni .. index that tracks both 

~~~~~~~~!~~~~~,;~~~~~cbmmo"dity markets. It . . . . . (in six sectors) 
price trends. 

riVr.lvpo<""rnnr,i.torli nn the price of 
. I respective seven-month 

I investors to benefit 
. p"rices. The exception 
. Eriergy sector which, due to 

esonomic changes and other f.actors 
the 'seelor,-is positioned either long or 

Investor C Shares Inst~utiona l 
Class Class 

1.75/1.75 2.2612.26 1.25/1.25 

DXClX DXSCX DXCIX 

254939457 ·254939341 254939382 
. . 

n~i~~~ii~~~t~h.e~~Commodity Trends 
'commodity-linked 

owned subsidiary, 

~~~::~~~~~i~~~i~~r~~ t racking error, tprhnin",>, leverage 
of non-

This information is for 

~~!mr~~' Pn~F/st~~~from focusing the Commodity Trends ~ In ~ speCifIC industry or sector. 

P~g~':l~~~~~;~~~Uf~ may be more volaWe than a fund 
~.. rnvestfT!.~nt5. . . 

·designed .to correlate to the 
o a 'consequence the fund's 

conditions. WhiCh are adverse to 

;1~'JA~;Cr; . not , gUi?ra,ntee protection against market 
't a gain. 
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The importance of non-correlation 

Non-correlating assets help reduce volatility, while 
providing diversification and risk-adjusted returns for your 
investors' portfolios. Whether market volatility is high or 
low, investors should consider incorporating alternative 
assets that have low correlation to traditional investment 
vehicles into their portfolios. 

The graph (below) compares the correlation of traditional 
asset classes to that of both the S&P 500® Index and the 
Direxion Commodity Trends Strategy Fund. 

6 Month Correlation through 12131/10 

W stJU" MSCI" Cow lena IWIsd IIASO.\Cl MSCl" W I.mI WC I.!SCl Dn>iDrI 
lito.! InduSIrioI :zOOoo 100' tomnod~Americl4{) WP' EmerP-c Commoolttr 
hl>rbt AvtnI't admc! _koa- !n-nds: 

As you can see, the Commodity Trends Strategy Fund has 
historically performed independently of traditional asset 
classes, such as stocks and bonds. This non-correlation 
could allow portfolio volatility to be reduced when the 
fund is included as part of a we ll balanced portfolio . 

. ,It is important to note that different time frames will result 
in different correlations. . 

The Russell Indexes noted herein are trademarks of Russell 
Investments and have been licensed for use by Direxion 
Shares. The fund is not sponsored, endorsed. sold or promoted 
by Russell Investments and Russell Investments makes no 
representation regarding the advisability of investing in 
the fund. The S&P indexes are trademarks of Standard and 
Poor's, . a division of the McGraw Hill Companies, Inc. Msa 
indexes are the exclusive propenty of Msa and its affiliates. 
All rights reserved. Indexes are unmanaged and cannot be 
invested in directly. 



direjionfunds; 
Think direction. Invest. 

·877.437.9363 
info@direxionfunds.com 
www.direxionfunds.com 

Advantages of including the Commodity Trends 
Strategy Fund in your investment strategies 

The Commodity Trends Strategy Fund, with its long and short exposure: 

• may provide potentially solid returns over time; 
• typically exhibits a low correlatipn to stocks and bonds; 
• can potentially serve as an effective hedge against both inflation and 

deflation; 
• potentially provides additional risk-adjusted returns over time to a well

balanced and diversified portfolio; 
• provides investors with a means to capitalize on surges and declines in 

commodity demand and prices; 
• allows for a buy and hold strategywhile simultaneously acting upon short 

term market trends; and 
• may be an effective complement to other alternative investments . 

. Diversification does not guarantee protection against market losses or 
ensure a gain. 

To learn more about the Commodity Trends Strategy Fund 
and the role it can play in your clients' investment strategies, 
please contact Direxion Funds at 877-437-9363 or visit us at 
wWw.direxionfunds.com. 

An investor should consider the investment objectives, risks, charges, 
and expenses of the Direxion funds carefully before investing. The 
prospectus contains this and other information about Direxion funds. 
To obtain a prospectus, please contact Direxion Funds at 800.851.0511. 
The prospectus should be read carefully before Investing. Investing in 
1unds· that invest in specific industries or geographic regions· may be 
more volatile than investing in broadly diversified funds. 

Date of First Use: April 30, 2010. 
Distributed by: Rafferty Capital Markets. LLC 
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Fund overview 

Objective 
The Fund seeks long-term total retu rn. 

Strategy/Investment process 
• Invests In commod ity-linked derivative instruments. 
· Long-biased investment strate!!y combines a fu nda.mental

and systematic approach to commoditieS investing. 
• Risk control process may reduce exposure [0 commodities in 
certain market environments.. 

Portfolio managers/ industry experience 
Sassan Alizadeh.17 years 
Mark Nodelman, 12 years 
Christopher Tufts, 14 years 

The fund invests in commodity- linked derivative instruments 
backed by a portfolio of high Quality fixed income secu rities, 
such as commercial paper or other Instruments that generally 
have a weighted average maturity of 90-days or less. 

The fund's exposure to commodities may vary as a pem~ntage 
of total fund net assets. The fund has flexibility to invest In long 
pOsitions ranging from 0% to 200% of the value of the fund's 
net assets and short positions ranging from 0% to 100% of the 
value of the fund's net assets. 

In the net commodity ex posu re table, the fund's net exposure 
as of 8/31/ 11 is equal to B6.8% of the fund's net assets and its 
gross exposu re as of B/31/ll is eq ual to 150.5% of the fund's 
rlet assets. The fund's net eKp05ure etluals the value of the 
fund's long positions minus the short positions. The fund's 
~ross exposure equals the sum of the fund 's long positions and 
short positions. Expbsures are calculated as the notional value 
of the fund 's derivative pOSitions as a percentage of total net 
assets. 

Portfolio characteristics 

Fund assets (in billions) 

commodity maturity (%)l'] 

0 - 3 Months 
3 - 6 Months 
6 .. Months . 

Fixed Income maturity (% )2,1 

less than one month 
1· 3 Months 
3 - 6 Months 
6" Months 

Net commodity exposure (%)l,4 

Precious Metals and Fina ncial Commodities 
Agriculture 
Energy 
Industrial Metals 

Cash Investments (%)2-4 

U.S. Government Agency Securities 
Short-Term InVl!"5tments 
Re pu rchase· A8reements 
U.S. Treasury Securities 
Certificates of Deposit 

lData as of 8/31/ll 
30ue 10 rounCllng. val ues may not total 100% 
·Percent of total net assets 

Illsight + Process = Results"· 

$2.41 

6S.0 
35.0 
0.0 

54.3 
33.6 
ll.O 
l.l 

77.1 
14.9 
-1.5 
-3.8 

63.9 
26.5 

5.7 
1.9 
0.2 

Fund periormance* 
Total returns 

Latest 
Average annual total returns 

Periormance at NAV (%) 

A Snares 
C Shares 
Select Shares , 
Dow Jones·UBS Commodity Index lotal Return 
lippe'r .(om'moaitH!s Gerieral Funds Average 
With sales charges (%) 

QT. 
-6.i7 .. 
-6.42 

. -6.24 . 
-11.33 

YTO 
-4.87 
-5.20 
-4.65 

-13.62 
'-9.70 

1 yr 
·· 14.4·Q 

13.90 
14.75 
0.02 
.2.85 

3 yrs 
. N/A 

N/A 
H/A 
N/A 
N/A 

Sy" 
.. N/A 

N/A 
'N/A 
N/A 
H/A 

Since 
Inception 

13.92 
13.38 
·14.24 
10.49 

621 

A Shares .'Nith5.l5% max. sales charge -11.21. -9.'86 . 839 N/A N/ A 10.39 
(Shares with 1.00% max. COS( -7.42 ·6.20 '12.90 N/A N/ A 13.38 
The Fund launched on 1/13/10 and was seeded with proprietary assets. Please note the performance shown does not take into 
consideration the inflow and outflows of cash wh ich would have had an effect on performance. Also note, the limited performance 
track record is not a true ind ication 01 how Ihis hmd will perform In the lon8 term. 
~The performance Quoted is past performance and is not a 9uarantee of future results. ·Mutual funds are subject to certain 
market r isks. Investment returns and pr incipal value of an Investment will fluctuate so that an investor'S shares, when 
redeemed, may be worth more or less than original cost. Current performance ma y be higher or lower than the performance 
data shown. For performance current to the most recent month-end please ca l/l -BOO-4BO-4111. . 

Annual operating expenses A Sha.res C Shares 
Expense cap expiration' date · ·2/im0l2: 2/29120"12 
Expense cap (%) 1.65 2.1 5 
TOlal annual Fund operaliog expenses (%)1 '. 233 . 2.7.8 
Fee waivers and/or expense reim bur~ments (%)I (0 .. 61) ~0.56) 
Nel expenses (%)1 . 1:72 ·· 222 . 

Select 
2/29/2012 

1.40 
221 

(0.75) 
1.47 

I The Investment Advisor, Administrator and Distributor have contractually agreed to waNe tees and/or reimburse expenses ro the 
extem ChaC Total Annual Operating Expenses (excluding Acquired Fund Fees and Expenses, dividend expensE'S relating to short sales. 
interest, taxes and extraordinary expenses and expenses related to the Board of Trustees' deferred compensation plan) exceed the 
expense cap of the average daily net assets through the expense cap expiration da re. In addition, the fund'S service providers may 
voluntarily waive Of reimburse certain of their fees. as they ma y determine, from time to time. 

Portfolio statistics A Shares 
Inception .date 1/13/2010 
Investment minimum $1000 
Fund number .. ' .. ' 2(h3 . 

( USIP 48121A696 

Please refer to the back of the page for Important disclosure information 
Including risks associated with InvestIng In the Fund, 

C Shares Select 
. 1/13/2010 1/13/2010 

$1.000 $IM 
' 2014 20lS 

48121A688 4812IA670 

1.P.Morgan · 
Asset Management 
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Contact JPMorgan Distribution Services, Inc. at 1-800-480-4111 for a fund prospectus. You can a/50 visit us at www.jpmorganfunds.com. Investors should carefully 
consider the investment objectives and risks as well as charges and expenses or the mutual fund before investing. me prospectus contains this and other information 
about the mutual fund. Read the prospectus carefully before investing. . 
RISKS ASSOCIATED WITH INVESTING IN THE FUND; 
The Fund will gain exposure to commodity markets primarily by investing up to 25% of its total assets ill the HCM Commodities Strategy Fund ltd., a wholly owned subsidiary of the Fund organized 
und er the laws of the Cayman Islands. By investing in the Subsidiary, the Fund is indirectly exposed to the risks associated with the SubsidiarY.'5 investments .. The derivatives and other investments held 
by the Subsidiary are general ly similar to those that are permitted to be heJd by the Fund and are subject to the same risks that apply to similar investments If held directly by the Fund. The Fund may 
use derivatives In connection with its irwestment strategies. Derivatives may be riskier than other types of investments bKause they may be more sensitive to changes in economic or market 
conditions than other types of investments and could result in losses that significantly exceed the Fund's original investment. The techniques and strategies cOrJtemplated by the Fund are 'expected to 
result in a high degree of portfolio turnover. Portlolio turnover may vary greatly from year to year as well as within a particular year. High portfolio turnover (e.$. over 100%) may involve 
correspondingly greater expenses to the Fund, including brokerage commissions or Dealer mark'ups and other transaction costs on the sale of securities and re investments in other securities. 
Assets not invested In commodity-linked Derivatives, currency-linked derivatives or the Subsidiary wlll be invested in fixed income securities. The filed income portion of the Fund is intenDed to 
provide liqUidity and preserve capital. The Fund generally wilt only buy securities thai have remaming maturities of 397 days or less. The dollar-weighted average maturity of the Fund's fixed income 
investments will generally bl! 90 days or less. 
The Fund's investment in income SEcurities is subject to interest rate risks. BontS prkes generally fall when interest rates rise. The FunD will have a significant portion of its assets concentrated in 
commodity·linked securities. Developments aflecting commodities will have a disproportionate Impact on the Fund. The Fund's investment in commo~ity· l inked derivative instruments may subject the 
Fund to greater volatility than investments in traditional securities, particularly If the instruments IOvolve leverage. The value of commodity-linked derivative instruments may be affected by changes in 
overall market movements. commodity index volatility. changes in interest rates. 01 factors affecting a particular industry or commodity, such as drought, floods, weather ,livestock disease, 
emba rgoes. tariffs and international economic. political and regulatory developments. Use of leveraged commodity· linked derivatives Cfeates an opportunity tor increased return but. at the same time. 
creates the possibility tor greater loss (induding the likelihood of greater volatility of the Fund's net asset value), and there can be no assurance that the Fund's use of leverage will be successful. 
INDEXES DEFINED: 
The Dow Jones-UBS commodity Index Total Return is composed 01 futures contracts on 19 physical commodities.. The performance of the Index does not rellea the deduction 01 expenses associatetS 
with a fund, such as investment management lees. By contrast, the performance of the Fund reflects the deduction of the lund expenses. including sales charges If applicable. An individual cannot 
invest directly in an index. 
The performance of the Lipper Commodities General Funds Average Includes expenses associated with a mutual fu nd, such as investment management fees. These expenses are not identical to the 
expenses chargetS by the Fund. 

02011, 'American Bankers Association, CUSIP Oatabase provided by t~e Standard &0 Poor's CUSIP Service Bureau, a division of The McG raw-Hili Companies, Inc. All rights reserved. 
Total return assumes reinvestment of dividends antS capital gains distributions and rell ects the deduction of any sales charges, where applicable. P!rformance may reflect the waiver of a portion of the 
Fund's advisory or administrative fees for certain periods since the inception date. It tees had not been waived, performance would have been less favorable. . 
J.P. Morgan Funds are distributed by JPMorgan Distribution Services, Inc., which is an affiliate of JPMorgan Chase & Co. Affiliates of JPMorgan Chase & Co. receive fees for providing various serv ices to 
the funds. JPMorgan Oistrlbution Services, Inc. is a member of FINRA/SIPC. 
OJPMorgan Chase & (0 . . October 2011 

FS-HDCS·FSC·Q911 

J.P.Morgan 
Asset Management 
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MutualHedge Frontier Legends Fund . 

CLASS A AND CLASS C SHARES 

Annual Report 
September 30, 2010 

1-888-643-3431 
WWW.MUnJALHEDGE.COM 

Distributed by Northern Lights Distributors, LLC 
Member FINRA 

Annual Letter to Sh.areholders for the period t;!nded September 30,20 I 0 

MutualHedge Frontier Legends Fund began trading on December 31, 2009 with an initial NAY of $10.00. For the period ending on September 30, 
20 I 0, Class A Shares returned 1.00% and Class C Shares returned 0.50%. For the same nine-month period, the CASAM CISDM CTA Asset 
Weighted Index* (the "Managed Futures Index") returned 4.93% and the S&P 500 Total Return Index*' returned 3.89%. 

Most of the Fund's underperformance versus the Managed Futures Index came in the first quarter of 2010, the Fund's very first quarter of 
operations, when the Fund was down about 1%. As discussed in our last letter, this was the period during which eTA Programs (defined below) 
were brought "on line" one at a time and were scaled into gradually. The Fund was. down 1.3% during the second quarter, but there was a strong 
rebound in performance during the third quarter, when the Fund was up a healthy 3.3%. We discuss performance attribution at greater length later 
in this letter. 

The Fund's investment objective and strategy is to achieve capital appreciation in both rising and falling equity markets with an annualized level of 
volatility similar to the historic level of volatility experienced by the S&P 500 Index. By analyzing the interrelationships among selected programs, the 
Fund seeks to combine them in .a portfolio that offers more consistent performance potential with lower volatility than individual programs. The 
Fund gains exposure to managed futures prograrres of selected commodity trading advisors ("CTA Programs'l through its investments in trading 

companies. I The Fund's allocation as of September 3D, 20 I 0 to the five currently selected eTA Programs is displayed below. These allocations will 
vary over time as a function of ongoing portfolio management and as new programs are identi~ed and added to the mix. 

MutuaJHedge Managed Futures Exposure as of September 30, 20 I 0 

Allocation % (based on Allocation changes from 

http://globaldocuments.momingslM.com/documentlibrary/cocument/5f8cc96c44344 87 508q2ea2 730efDa 7 c.msdocloriginal[1 0127(2011 10:52:41 AM] 
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Trading Company Name notional exposure levels) 3131120 I 0 to 9130120 I 0 
each Horizon Trading· Horizon Program, LLC 22.3% -2.7% 

L.antab Trading Company· Aristarchus Program, LLC 21.4% 4.4% 
QIM Trading Company - Global Program, LLC 20.7% _3.90 

Iverton Trading Company - D.iscretionary Prowam. LLC 17.6% 1.1 0 

WNTN Tradinl!: Company · Diversified Prol!:ram, LLC 18.0 I.I~ 

I The Fund invests in the CTA Programs through its wholly-owned suhsidiary. 

The five programs differ in terms of primary trading characteristics. This is reflected in their long-term historical correlations, which are generally 
fairly low. . 

Correlation Coefficient of eTA Programs January 
2005 to September 20 I 0 Beach Cantab QIM Tiverton . Winton 

lBeach Horizof.l, LLP 1.00 0.61 -0.D4 0:63 0.73 
antab Capital Partners, LLP 0.61 1.00 0.05 0.47 0.58 
uantitative Investment Ma.n~~ment, LLC -0.04 0.05 1.00 0.07 . -0. 10 

Iverton Trading, Inc. . 0.63 0.47 0.07 1.00 0.42 
Winton Capital Management 0.73 0.58 -0. 10 0.42 1.00 

Note that the Fund gains exposure to these CT A Programs through trading companies managed by the CTAs listed above. The correlation 
coefficients in the chart above are based upon each CT A's track record. Not all CTAs have track records for the full period of this analysis. 
Inception dates for these are: Beach Horizon: May 2005; Tiverton: April 2006; Cantab: March 2007. The track records, with the exception of Beach 
Horizon and Cantab which use a ~odel account, are the composite track records of the respective CTAs, and do not include fees and expenses 
associated with an investment in the Fund including the indirect expenses of the Fund's subsidiary and the CTA Programs. 

"":orrelation Coefficient: The correlation coefficient, r, indicates both the strength and direction of the relationship between the independent and 
:pendent variables. Values of r range from -1 .0, a strong negative relationship, to + 1.0, a strong positive relationship. When r=O, there is no 

relationship be~een the S&P 500® and the other funds it is being compared to. 

In reviewing the Fund's performance, it is important to recognize that CTA Programs can hold long, short or neutral positions, with the potential to 
earn profits in rising or falling markets across the six different sectors: metals, energy, agricultural, currencies, interest rates and stock indexes, 

For the period from inception through September 30, 2010, three of our frve CTA Programs posted positive returns of 9.6%, 2.9% and 1.5%, 
respectively, while the tWo neg'atively performing programs returned -4.1% and -5.7%. The underlying CTA Programs' month-by-month results also 
attest to the fact that the frve programs have widely varying sources of returns: there was not a single month in which all five programs traded down, 
and two months in which they all earned positive returns. Further, their best and worst months of performance generally did not coincide. This 
pattern of monthly returns reflects the low correlations among the programs and illustrates the potential benefits of a diversified portfolio. 

1678-NLD-ll/12/2010 

The drivers of performance also tend to differ across the programs. The. best performing program, Winton, earned the bulk of its positive 
performance from trading interest rates, currencies and metals, while experiencing smaller losses in stock indexes, energy. and agriculturals. The 
worst performing program, QIM, incurred losses mainly in trading stock indexes, as well as in all other market sectors except interest rates, which 
were slightly profitable, The remaining three programs were all profitable in interest rates and metals; Beach Horizon and Cantab had meaningful 
losses in the other four sectors, while Tiverton's losses were smaller. On the whole, then, interest rates were the most significant positive 
contributor to Fund performance, followed by metals , while the losing sectors were led by stock indexes, 

Other contributors to the Fund's underperformance versus the Managed Fut ures Index include: ·the fact that (i) the Fund's investments in the CTA. 
Programs do not correspond with the components and weigh~ngs of the Managed Futures Index and some managed futures strategies may not be 
represented in the Fund, and (il) the ti!TIing effects of t he Fund's new investments into the trading companies may cause outperformance or 
underperformance against the Managed Futures Index.. 

A. material portion of the Fund is invested in securities known as exchange traded funds (ETFs), which are designed to mimic the performance of 
pecific fixed-income indices. These investments may have material effects on the Fund's overall performance. For the period from inception 

through September 30, 20 I 0, the eTA Programs out-performed the ETFs. 

http://globaldocumcnts.moroingstar.comldocumcntlibrary/documenV5f8cc96c44344 8750862ea2730cfil:a 7 c.msdocloriginal[ 1 0127 no 11 I 0:52:47 AM] 
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Returns on the Fund's investment in the Subsidiary are net of the management fees and incentive fees of the trading companies. The aggregate 
weighted average management fee and weighted average incentive fee of the trading companies. in which the Subsidiary invested. were 0.64% of 
assets under management and 24.55% of trading profits. as of September 30, 20 I O. 

rket Commentary 

In May this year, the "flash crash" in U.S. stock markets raised some serious concerns in the minds of investors. It is worth noting that ·circuit 
breakers in ·the S&P index futures market were triggered and succeeded in slowing down trading. demonstrating the efficacy of some of the safety 
nets that have the potential to protect futures markets. The trading systems of our eTA Programs also appear to have been robust enough to 
withstand the shock. While four of our five programs did have negative performance during May. the Fund lost only about 1.5%. For comparison. 
the worst month during this year for the Managed Futures Index was January. when it fel~ as much as 3.0%. 

1678-N LD-ll/12/2010 

The global economy continued to grow during the second and third quarters. although the outlook remains weak and policymakers face several 
tricky imbalances. The headline story during recent months has b~n the rally in bonds. catalyzed by the weak economy and expectations of further 

- quantitative easing by the U.S. Federal Reserve. Interest rates are unusually low, especially in developed economies. reflecting both aggressive 
monetary policy as well as weak demand for credit As money flows out of these countries and into emerging economies. where interest rates are 
higher. upward pressure develops on their currencies, potentially hurting exports. The higher rates of economic growth in these countries are also 
creating inflationary pressures. which may result in tighter ~onetary policies and further interventions in currency markets . 

. Me~nwhile. the effects of the financial meltdown are still being felt mainty in developed econe:mies as businesses and banks hoard cash and deleverage. 
In the U.S., manufacturing continues to increase at a very slow pace. Personal income and spending have increased modesdy, while consumer 

confidence remains low. The hou·sing market has not shown Significant signs of recovery. The good news is that inflation appears to be ·under 
control. at least for the foreseeable future. Additionally, the outlook for emerging economies like China and India remains positive. albeit tempered 
by longer-term challenges and the need for structural changes. 

The price of gold continues to climb, pOSSibly a reflection of its stat~s as a perceived safe haven. Energy mar~ets have been fairly quiet, while 
agricultural prices have displayed an upward trend. Other Significant market developments have included the sovereign debt crisis in Europe.. the 

'!akness of the U.S. dollar. the strength of the Japanese yen. The high probability of gridlock in Washington after the U.S. elections appears to have 
.,lergized Wall Street and the eqUity markets. The prospect of lower taxes. lower deficits and a lower level of effort directed towards regulatory 

reform of the markets is appealing to many market participants. 

Although we are pleased with the Fund's recent performance. because of the unpredictable nature in t:he short-term of financial markets and most 
asset classes. we encourage investors to focus on holding a portfolio that contains a mix of stocks. bonds. cash and alternative asset classes 
appropriate for their long-term goals. Such a well-balanced portfolio can provide protection from volatility whi le also affording opportUnities for 
potential long-term growth. We believe that the Fund can play an important part in such a portfolio. . 

Thank·you for investing in the MutualH~ge Frontier Legends Fund. 

1678-NLD-ll/12/2010 

• The CASAM CISDM CTA Asset Weighted Index reflects the dollar-weighted performance of Commodity Trading Advisors (CTAs) 
reporting to. the CASAM CISDM Database. CTAs trade a wide variety of OTC and exchange-traded forward, futures and options markets (e.g., 
phYSicals, .currency. finanCial), based on a wide variety of trading models. In order to be included in the Asset Weighted Index universe. aCTA must 
have at least $500,000 under management and at least a 12-month track record. The index goes back historically to January 1980. Source: 
casamhedge.com. 

** The S&P SOO®Total Return Index is Widely regarded as the best single gauge of the U.S. equities market. This world-renowned Index 
includes 500 leading companies in leading industries of the U.S. economy. Although the S&P 500 focuses on the large cap segment of the market. with 

. apprOXimately 75% coverage of U.S. equities, it ·is also an ideal proxy for the total market. Total return prOVides investors with a price~plus-gross 
. cash dividend return. Gross cash dividends are applied on the ex-date of the di>~~idend. Source: standar~andpoors.com. -

1678-NLD-l1/12/2010 
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Mutua/Hedge Frontier Legends Fund 
PORTFOLIO REVIEW 

September 30, 2010 (Unaudited) 

The Fund's performance ti;ures* for the period ending September 30, 2010, compared to its benchmarlcs:: 

Inception*'" -
September 30, 20 I 0 

MutualHedge frontier Legends Fund - Oa$$ A 
MutualHedge Frontier Legends Fund - Class A with load 
MutualHedge Frontier Legends Fund - Class C 
CASAM CISDM CTA Asset Weighted Index 

·S&P 500 T 01:3.1 Return Index 

1.00% 
-4\.81% 
0.50% 
4.93% 
3.89% 

.. The performance data Quoled here represents pest performance., The performana comparison Indudes reInvestment of all dividends end capital rains and has been adjusted for the Goss A 
moKimum applicable scHes charie of 5.75%. Current perf~ may be lower Of hither than the performance data Quoted above. Post performanu is 00 tJlarantee offiIture resula:. The 
itwtstmem rettim and prindpol VIlht~ of o~ investmenl will fluctuate so that irwestor's shores, when rede;emed, may be worth mare Of Jess than their orifinol cost The returns shown do no! re~ea 
the deduCtion of taxes that a shareholder would pay on Fund distributions or on the redemption of Fund shares. Performance figures fOr periods grea!er than f yeor are annuelized. The Fvoos 
total annual operating expenses are 2.20% for Ooss A shores, 295% for Oass- C shores perthe January I, 20 I 0, prospectus, For performance information current to the most recent momh-end, 
please cd; toll-free I-88B~43-3431 . 

The CASAM OSOM UA Asset Weighted Index refleas rhe dolJor·weiehted ·performonce 0( Commodity Trodinf AcMson (CTAs) reporting to the CASAM 05DM Dotabose. GAs trade a wide 
variety of OTC and ez.chonge-traded fOrward, flltures and options markett (e.r., physicals, currency, fiooncioQ, based on 0 wide YOriery of trading models. In order to be inc.Juded in the Asset 
Weighted Index universe, a CTA must have at "eort $500,000 under monogemem and at leon 0 12-monrh track· record. The index fOes beck histOrically to Jonuory 19BO. 

" Inc:~lion date is De:l;ember 31. 2009. 

Comparison of the Change in Value of a $10,000 Investment 

$ 11,500 -:---.-- ---- ------- .--- .--. ----~----.-----.-----

$10,500 ........... ~ 
'-

$9,500. .......... ~ . . 

.............. 

$8,500 

12/09 3/10 6/10 
- MutualHedge FtontierLegends Fund Class A with load 
-ll-MutualHedge Frontier Legends Fund Class C 
-S&P500TR 
-CASAM CISDM CTA Asset Weighted Index 

The Fund's Top A5set Classes are as follows: 
&a2a. % of Net Assets 
Exchange T TIlde<! Funds - Bonds 
Systematic Trading Companies 
Other, Cash & Cash Equivalents 

56.3% 
19.2% 
24.5% 

100.00% 

Mutua/Hedge Frontier Legends Fund 
CONSOLIDATED PORTFOLIO OF INVESTMENTS 

September 30, 20 I 0 

http: //globaldocuments.momingstar.com/documentlibrary/documentl5f8cc96c443448750862ea2730efOa7c.msdocJori ginal[101271201 1 10:52:47 AMJ 

9/10 

- $10,493 - $10,389 
..... $10,050 

- $9,519 

I 
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EXCHANGE TRADED FUNDS· 56.3% 
210,375 iShares Bardays I.) Year Credit Bond Fund $ 22,097,790 
203,630 iShares Sarelays Aggregate Sond Fun~ 22,124,399 

22,490 iShares S&P/Citigroup 1-3 Year International Treasury Bond Fund 2,365,948 
882,513 PowerShares VRDO Tax·Free Weekly Portfolio 22,058,412 

TOTAL EXCHANGE TRADED FUNDS 
(Cost $68,160,093) bB,646,549 

SYSTEMATIC TRADING COMPANIES· 19,2% 
8,581,423 Beach Horizon Trading Co. - Horizon Program, LLC * + 6,943,487 
6,652,569 Cantab Trading ·Co. - Aristarchus Program, LLC * + 7,289,020 
4,578,664 QIM Trading Co .. Global Program, LLC * + 3,860,776 
1,782,534 TIVerton Trading Co. - Discretionary Program. LLC * + 2,201,537 
1,727,763 WNTN Trading Co. - Diversified Program, LLC * + 3, 109,507 

TOTAL SYSTEMATIC TRADING COMPANIES 
(Cost $19,986,IIO) 23,404,327 

TOTAL INVESTMENTS· 75,5% (Cost $88, I 46,203) (a) $ 92,050,876 
OTHER ASSETS AND LIABILITIES · 24,5% 29,962.446 
TOTAL NET ASSETS· 100,0% $ 122,013,322 

(a) Represents con for financial reporting purposes. Aggregate con for federal tax purposes is $68,146,203 and differs from market nlue 
by net unrealized appreciation (depredation) of securities as follows: 

Unrealized Appreciation: $ 3.921.918 

Unrealized Depreciatlon:~_;;-__ --,,-\(,,,17,,'-,;24~S) 
Net Unrealiud Appreciation:=_$;:.,. __ -,3;;..904;;.::;;.6::.:;73 

*Non-Income producing Investment. 
+ This investment is a holding of MuwalHedge Fund Limited SPC. 

See accompariying noteS to financial stalemen~. 

Mutua/Hedge Frontier Legends Fund 
CONSOLIDATED STATEMENT OF ASSETS AND LIABILITIES 

September 30, 20 I 0 

ASSETS 
Investment securities: 

casli 

At cost 
At value 

Receivable for Fund sha.res sold 
Dividends and interest receivable 
Prepaid expenses and other assets 

TOTAL ASSETS 

LIABILITIES 
Investment adviSOry fees payable 
D;str;bution (I2b·I) fees payable 
Fees payable to other affiliates 
Payable for Fund shares repurchased 
Accrued expenses and other liabilities 

TOTAL LIABILITIES 
NET ASSETS 

Composition of Net Assets: 
Paid in capital [$0 par value, unlimited shares authorized] 
Net unrealized apprecia:tion of investments 

NET ASSETS 

Net Asset Value Per Share: 
Class A Shares: 

Net Assets 

http: //globaidocuments.momingstar.com/documentlibrary/docurn entl.5f8cc96c44 3448750862ea2730efOa7 c.msdoclorigina1[ I 0127 n.O 11 10:52:47 AM} 

$ 
$ 

$ 

$ 

$ 

$ 

88,146,203 
92,050,876 
29,177.552 

1,019,195 
6,030 

269 
122,253,922 

11 3,309 
26,788 
18,716 

1,850 
79,937 

240,600 
122,013,322 

118,108,649 
3,904,673 

122,013,322 

113,177,204 
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Shares of beneficial interest outstanding 
Net asset value (Net Assets .;. Shares Outstanding), offering price 

and redemption price per share (a)(b) 

Maximum offering price per share 
(net asset value plus maximum sales charge of 5.75%) (c) 

Class C Shares: 
Net Assets 
Shares of beneficial interest outstanding 
Net asset value (Net Assets .;. Shares Outstanding), offering price· 

and redemption price per share (b) 

(a) For certain purchases of S r million or more. i. 1 % contingent deferred sales charge may a.pply to redemptions made within 
twelve months of purchu~ 

(b) Redemption$ made within 30 days of purchase may be assesseel J redemption fcc of 1.00%.. 

(c) On Invesunents ofS25,OOO or more, the offering price .is reduced. 

See accompanying notes to financial statements. 

Mutua/Hedge Frontier Legends Fund 
CONSOLIDATED STATEMENT OF OPERATIONS 

For the Period Ended September 30, 20 I 0(.) 

INVESTMENT INCOME 
Dividends 
Interest 

TOTAL INVESTMENT INCOME 

EXPENSES 
Investment advisory fees 
Professional fees 
Distribution (12b-J ) fees: 
Class A 
Class C 
Transfer agent fees 
Administrative services fees 
Accounting .services fees 
Registration fees 
Compliance officer fees 
Printing and postage expenses 
CuStodian fees 
Trustees fees and expenses 
Insurance expense 
Other expenses 

TOTAL EXPENSES 

Less: Fees waived by the Advisor 

NET EXPENSES 
NET INVESTMENT LOSS 

REALIZED AND UNREALIZED GAIN ON INVESTMENTS 
Net realized gain from security transactions 
Net change in unrealized appreciation (depreciation) of investments 

NET REALIZED AND UNREALIZED GAIN ON INVESTMENTS 

NET INCREASE IN NET ASSETS RESULTING FROM OPERATIONS 

(a) The MutualHeelge Frontier legends Fund commenced opentions on December 31, 2009. 

s~ accompanying notes to financial statements. 

·http://globaldocuments.momingstar.com/documentlibraryfdocumentl5f&cc%c443448750862ea2730efOa7c.msdocloriginal [10f27I2011 10:52:47 AM] 

$ 

$ 

$ 

$ 

$ 

$ 

11,203,024 

10. 10 

10.72 

8,836,118 
879,246 

10.05 

207,150 
20,587 

227,737 

388,406 
102,903 

53,861 
13,030 
44,112 
40,517 
22,171 
12,488 
9,853 
9,853 
8,129 
5,941 

464 
3,9n 

715,700 

(206,650) . 

509,050 
(28 1,3 13) 

1,442 
3.904,673 
3,906, 115 

3,624,802 
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MutualHedge Frontier Legends Fund 
CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS 

FROM OPERATIONS 
Net investment loss 
Net realized gain from security transactions 
Net change ;n unrealized appreciation (depreciation) of investments 

Net increase in net assets resulting from operations 

FROM SHARES OF BENEFICIAL INTEREST 
Proceeds from shares sold: 
Class A 
Class C 
Redemption fee proceeds: 
Class A 
Class C 
Payments for shares redeemed: 

. Class A 
Class C 

Net increasl'! in net assets from shares of beneficial interest 

TOTAL INCREASE IN NET ASSETS 

NET ASSETS 
Beginning of Period 
End of Period 

SHARE ACTIVITY 
Class A: 

Shares Sold 
Shares Redeemed 
Net increase in shares of beneficial interest outstanding 

Class C: 
Shares Sold 
Shares Redeemed 
Net increase in shares of ben'e'flcial interest outstanding 

(il) The MIItUilIHedge Frontier Legends. Fund commenced operotion~ on December 31, 2009, 

See accompanyin, notes to financial statements, 

MutualHedge Frontier Legends Fund 
CONSOLIDATED FINANCIAL HIGHLIGHTS 

For the 
Period Ended 

September 30, 
2010 (a) 

$ (281,313) 
1,442 

3,904,673 
3,614,802 

114,100.529 
8,588,156 

(4,287,819) 
(13,871) 

I 18,388,520 

122,0 13,322 

$ 122,0 13,322 

11,638,891 
(435,867) 

11 ,203,024 

880,644 
(1,398) 

879,246 

Per Share Data and Ratios for a Share of Beneficial Interest Outstanding Throughout the Period 

.Net asset value, beginning of period 

Activity from investment operations: 

Class A 

Period Ended 

September 30, 
2010 ( I) 

$ 10.00 
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Period Ended 
September 30, 

2010 (I) 
$ 10.00 
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Net investment loss (2) 
Net realized and unrealized 

pin on investments: 

Total from invesonent oper.ltions 

Net asset value. end of period 

Total return (3)(8) 

Net assets, at end, of period (OOOs) 

Ratio of gross expenses to aVer.lge 

net met> (4)(5)(6) 
Ratio of net expenses to average 

net assets (5)(6) 
Ratio of net investment loss 

to average net assets (5)(7) 

Portfolio Turnover P.ate (8) 

( I) The HlrtualHedge Frontier Legends Fund's Oass A and Oass C shares: commenced operations December 31, 2009. 

$ 

$ 

(2) Per share amounts calculated using the lven.ge shares method. wblch more appropriltely presents the per share data fOf" the period. 
(3) T oal returns shown exdude the effect of applicable sales charges and redemption fees. 

(-4) Represents the ratio of expenses to average net assets absent fee waivers and/or expense reir'nbursements by the Advisor. 
(5) Annuillized for periods less miln one full yeilr. 
(6) Does not include the expenses of Other investment companies in which me Fund Invests. 
(7) Recognition of net invemnent Income by the Fund Is affected by the timing of the dedilf'iltion of dividends by the 

underlying investment companies i!'l whk::h the Fund invests. 
(8) Not annualized.. 

See accompanying notes to financial sta~ments.. 

Mutua/Hedge Frontier Legends Fund 

(0.09) 

0.19 
0. 10 

10.10 

1.00% 

113.177 

2.20% 

(1.19)% 

0% 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
September 30, 20 I 0 

1. ORGANIZATION 

(0.14) 

0.19 
O.OS 

$ 10.05 

0.50% 

$ 8,836 

5.97% 

2.95% 

(1.99)% 

0% 

The ~utualHedge Frontier Legends Fund (the "Fund") is a non-diversified series of shares of beneficial interest of Northern Lights 
Fund Trust (the "Trust"), a statutory trust organized under the laws. of the State of Delaware on January 19, 2005, and is registered 
under the Investment Company Act of 1940, as amended (the" 1940 Act,,). as an open-end management investment company. The 
Fund currently offers two distinct share ,classes; Class A and Class C shares. The Fund seeks to achieve capital appreciation in both 
rising and falling · (bull and bear) equity markets with an annual volatility that is generally lower than the volatility experienced by the 
S&P 500 Index. The investment objective of the Fund Is non-fundamental and may be changed without sharehC?lder approval. 

The Fund currently offers Class A and Class C shares. Class C shares are offered at net asset value. Class A shares are offered at 
net asset value plus a maximum sales charge of 5.75%. Each class represents an interest in the same assets of the Fund and classes are 
identical except for differences in their sales charge structures and ongOing service and distribution charges. All classes of shares have 
equal v9ting privileges except that each class has exclusive voting rights with respect to its service and/or distribution plans. The 
Fund"s income, expenses (other than dass ·specific distribution fees) and realized and unrealized gains and losses are allocated 
proportionately each day based upon the relative net assets of each class. 

2. SIGNIFICANT ACCOUNTING POLICIES 

. The follOWing is a summary of significant accounting policies followed by the Fund in preparation of its consolidated financial 
statements. The policies are in conformity with accou~ting principles generally accepted in the United States of America ("GAAP"). 
The preparation of the consolidated finandal statements reqUires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial 
statements and the reported amounts of income and expenses for the period. Actual results could differ from those estimates. 

Security Valuation - Securities. including exchange traded funds, listed on an exchange are valued at the last reportep sale price at 
the close of the regular trading session of the exchange on the business day the value is being determined, or in the case of securities 
listed on NASDAQ at the NASDAQ Official Closing Price ('"NOCP'·). In the absence of a sale such securities shall be valued at the 
last bid price on the day of valuation. If market quotations are not readily available or if the Advisor believes the market quotations 
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are not reflective of market value, securities will be valued at their fair market value as determined in good faith by the Trust's Fair 
Value Committee and in accordance with the Trust's Portfolio Securities Valuation Procedures (the "Procedures"). The Board of 
Trustees (the "Board") will review the fair value method in use for securities requiring a fajr market value determination at least 
quarterly. The Procedures consider, among others. the following factors to determine a security's fair value: the nature and pricing 
history (if any) of the security; whether any dealer quotations for the security are available; and possible valuation methodologies that 
could be used to determine the fair value of the security. Investments in Systematic Trading Companies are valued at a fair value 
based on the net asset value as reported by underlying trading companies. Short-term debt obligations having 60 days or less 
remaining until maturity, at time of purchase, are valued at amortized cost. Investments in open-end investment companies are valued 
at net asset value. 

Mutua/Hedge Frontier Legends Fund . 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

September 30, 20 I 0 

The Fund utilizes various methods to measure the fair value of most of its investments on a recurring basis. GAAP establishes a 
hierarchy that prioritizes inputs to valuation methods. The three levels of input are: 

Level I .- Unadjusted quoted prices in active markets for identical assets and liabilities that the Fund has the ability to access. 

Level 2 - Observable inputs other than quoted prices included in Level I that are observable for the asset or liability, either directly or 
indirectly. These inputs may include quoted prices for the identical instrument in an inactive market. prices for similar instruments, 
interest .rates, prepayment speeds, credit risk. yi~ld curves, default rates and similar data. 

Level 3 _. Unobservable inputs for the asset or liability. to the extent relevant observable inputs are not available, representing the 
Fund's own assumptions about the assumptions a market participant would use in valuing the asset or liability, and would be based on 
the best Information available. 

The availability of observable inputs can vary from security to security and .is affected by a wide variety of factors, including. for 
example. the type of security, whether the security is new and not yet established in the marketplace. the liqUidity of markers. and 
other characteristics particular to the security. To the extent that valuation is based on models or inputs that are less observable or 
unobservable in the market. the determination of fair value reqUires more judgment. Accordingly, the degree ofjudgment exercised in 
determining fair value is greatest for instruments categorized in Level 3. 

The inputs used to measure fair value may fall into different levels of the fair value hierarchy. In such cases, for disclosure purposes, 
the level in the fair value hierarchy within which the fair value meaSurement fa ll s in its entirety, is determined based on the lowest level 
input that is sign-ificant to the fair value measurement in its entirety. 

The inputs or methodology used. for valuing securities are not necessarily an indication of the risk associated with investing in those 
securities. The following tables summarize the inputs used as of September 3D, 20 I 0 for the Fund's assets and liabilities measured at 
fair value: 

Mutua/Hedge Frontier Legends Fund 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

. September 30, 20 I 0 

Assea Level I Level 2 Level 3 Total 

IExchange Traded Funds $ 68,646.549 $ • S • $ 68.646,549 

ystematic Trading Companies .. 23.404.327 $ 23.404.327 

To" S 68,&46,549 $ 23,404,327 S· $ 92,050,876 

The Fund did not hold any Level 3 securities during the Period. 

Mutu>lHedge Fund Limited SPC (MFL-SPC) - The consolidated financial statements of the Fund include MFL·SPC, a wholly
owned and controlled subsidiary. All inter-company accounts and transactions have been eliminated in consolidation. 

The Fund may invest up to 25% of its total assets in a segregated portfolio company ("SPC"), which acts as an investment vehicle in 
order to effect certain investments consistent with the Fund's investment objectives and policies. 

MFL-SPC invests in the global derivatives markets through the use of one or more proprietary global macro trading programs ("global 
macro programs"), whiC;h are often labeled "managed futures" programs. Global macro programs attempt to earn profits in a variety 
of markets by employing long and short trading algorithms applied to futures, options. forward contracts, and other derivative 
instruments. It is anticipated that the global macro programs used by MFL-SPC will be tied to a variety of global markets for 
currencies, interest rates, stock market indices, energy resources, metals and agricultural products. MFL-SPC's investment in a global 
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macro program may be through investment in one or more unaffiliated private investment vehicles or unaffiliated commodity pools 
("unaffiliated trading companies") advised by one or more commodity trading advisors or "CTAs" registered with the U.S. 
Commodity Futures Trading Commission. The Fund or MFL·SPC do nOt consolidate the assets, liabilities, capital or operations of the 
trading companies into their financial statements. Rather, the unaffiliated trading companies are separately presented as an investment 
in. the Fund's consolidated portfolio of investments. Income, gains and unrealized appreciation or depreciation on the investments in 
the trading companies are recorded in the Fund's consolidated statement of assets and liabilities and the Fund's consolidated statement 
of operations. 

In accordance with its investment objectives and through its exposure to the aforementioned global macro programs, the Fund may 
have increased or decreased exposure to one or more of the follOWing risk factors defined below: 

Commodity Risk. Commodity risk relates to the change in value of commodities or commodity indexes as they relate to increases or 
decreases in the commodities market. Commodities are physical assets that have tangible properties. Examples of these types of 
assets are crude oil, heating oil, metals, livestock. and agricultural products. 

Credit PJsk. Credit risk relates to the ability of the issuer to meet interest and principal payments, or both. as they come due. In 
general. lower-grade. higher-yield bonds are subject to credit risk to a greater extent Vian lower.yield, higher-quality bonds. 

Equity Risk. Equity risk relates to the change in value of eq uity securities as they relate to increases or decreases in the general market. 

Mutua/Hedge Frontier Legends Fund 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

September 30, 20 I 0 

Foreign Exchange Rate PJsk. Foreign exchange rate risk relates to the change in the u..S. dollar value of a security held that is 
denominated in a foreign currency. The U.S. dollar value of a foreign currency denominated security will decrease as the dollar 
appreciates against 'the currency, while the U.S. ~ollar value will increase as the dollar depreciates against the currency. 

Interest Rate ·Risk. Interest rate risk refers to the fluctuations in value of fixed·income securities resulting from tne inverse relationship 
between price and yield. For example, an increase in general interest rates will tend to reduce the market value of already issued 
fixed-income investments, and a decline in general interest rates will tend to increase their value. In addition, debt securities with 
longer 
maturities, which tend to have higher yields, are subject to potentially greater fluctuations in value from changes in interest rates than 
o.bligati,ons with shorter maturities. 

Volatility PJsk. Volatility risk refers to the magnitude of the movement, but not the direction of the movement, in a financial 
instrument's price over a defined time period. Large increases or decreases in a financial instrument's price over a relative time period 
typically indicate greater volatility risk, while small increas.es or decreases in its price typically il)dicate lower volatility risk: 

Please refer to the Fund's prospectus for a full listing of risks associated with these investments. 

A sl:lmmary of the Fund's investments in the MFL·SPC is as follows: 

MutualHedge Fund limited SPC [MFL-SPC) .. 
September 30, 2010 

'y., Fair Value of Systematic Trading Companies $ 23,404,327 
4r~------------~~--~~~~~~~~~~~----~--------~~~~~--~ 
;~ .... , Other Assets $ 49,955 
jj~'I---------~-----------------::T"'ot":a71 ::N::et":A';:s::s::et::s--~$;----------::2:::3,-:4~S47,72~82;----I 

Percentage of the Fund's Total Net Assets 19.22~ 

• MFl-SPC commenced operations on January 12, 2010 

For ~ purposes, MFL-SPC . is an exempt~d .. C.~ymalJ in.vestment company. MFL-SPC has received an undertaking from, the 
Government of the Cayman Islands. exempting it from··all local income, profits and capital gains taxes. No such taxes are levied in the 
Cayman Islands at the present time. For U.S. income tax purposes, MFL-SPC is a Controlled Foreign Corporation and as such is not 
subject to U.S. income tax. However, as a wholly-owned Controlled Foreign Corporation, MFl-SPC's net income and capital gain, to 
the extent of its earnings and profits, will be included each year in the Fund's investment company taxable income. 

Security Transactions and Related Income - Security transactions are accounted for on trade date basis. Interest income is 
recognized on an accrual basis. Discounts are accreted and premiums are amortized on securities purchased over the lives of the 
respective securities. Dividend income is recorded on ·the ex-dividend date. Realized gains or losses from sales of securities are 
determined by comparing the identified cost cif the security lot sold with the net sales proceeds. 
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Mutua/Hedge Frontier Legends Fund 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

September 3D, 20 I 0 

Dividends and Distributions to Shareholders - Dividends from net investment income, if any, are declared and paid at least 
annually. Distributable net realized capital gains, if any, are declared and distributed annually. Dividends from net investment income 
and distributions from net realized gains are determined in accordance with federal income tax regulations, which may differ from 
GAAP. These "book/tax" differences are considered either temporary (Le., deferred losses, capital loss carry forwards) or permanent' 
in narure. To the extent these differences are permanent in nature, such amounts are reclassified within the composition of net assets 
based on their . federal tax-basis treatment; temporary differences do not reqUire reclassifiq,tion. Dividends and distributions to 
shareholders are recorded on ex-dividend date. 

Cash and Cash Equivalents - Cash and cash equivalents include caSh and overnight investments in interest-bearing demand 
deposits with a financial institution wrth maturities of three months or less. The Fund maintain; deposits with a high quality financial 
institution in an amount that i$ in excess of federally insured limits. 

Federal Income Taxes 0:- The Fund intends to continue to compty with the reqUirements of the Internal Revenue Code applicable 
to regulated investment companies and to distribute all of its taxable income to its shareholders. Therefore, no provision for Federal 
income taX is required. The Fund recognizes the tax benefits of uncertain tax positions only where the position i.s "more likely than 
not" to be sustained assuming examination by tax authorities. The Fund identifies its major taX jurisdictions as U.S. Federal, Nebraska 
and foreign jurisdictions where the Fund makes significant investments; however the Fund is not aware of any tax positions for which 
it is reasonably possible that the total amounts of unrecognized taX benefits will change materially in the next twelve month~. 

Indemnification - The Trust indemnifies its officers and trustees for certain liabilities that may arise from the performance of their 
dutie;s to the Trust. Additionally, in th~ normal course of business, the -Fund enters into contracts that contain a variety of 
representations and warranties and which provide general indemnities. The Fund's maximum exposure under these arrangements is 
unknown, as this would involve future daims that may be made against the fund that have not yet occurred. However, based on 
experience, the risk of loss due to these warranties and indemnities appears to be remote. 

3. INVESTMENT TRANSACTIONS 

For the period ended September 30, 2010, cost of purchases and proceeds from sales of portfolio securities, other than shoT-t-t~rm 
investments and U.S. Government securities, amounted to $88,146,203 and $0, respectively. 

4. INVESTMENT ADVISORY AGREEMENT AND TRANSACTIONS WITH AFFILIATES 

The business activities of the Fund are overseen by the Board, which is responsible for the overall management of the Fund. Equinox 
Fund Management, LLC serves as the Fund's Investment Advisor (tr)e "Advisor"). The Fund has employed Gemini Fund Services, LLC 
("GFS") to provide administration, fund accounting, and transfer agent services. A Trustee and certain officers of the Fund are also 
officers of GFS, and are not paid any fees directly by the Fund for serving in such capacities. 

Mutua/Hedge Frontier Legends Fund 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

September 30, 20 I 0 

Pursuant to an AdVisory Agreement with the Fund. the Advisor, under -the overSight of the Board. directs the daily operations of the 
Fund and supervises the performance of administrative and professional services provided by othe~. As compensation for its services 
and the related expenses borne by the Advisor, the Fund pays the Advisor a management fee, computed and accrued daily and paid 
monthly, at an annual rate of 1.70% of the Fund's average daily net as.sets. 

Pursuant to a written contract (the "Waiver Agreement"); the Advisor has agreed, at least until January 31. 2012, to waive a portion 
of its advisory fee and has agreed to reimburse the Fund for other expenses to the extent necessary so that the total expenses 
incurred by the Fund (excluding front-end or contingent deferred loads, brokerage fees and commissions, acquired fund fees and 
expense.s, bOrrowing costs such as · interest and drvidend expense$ on securities sold short, or extraordinary expenses, such as· 
litigation, not incurred in the ordinary course of the Fund's business) do not exceed 2.20% and 2.95% per annum of the Fund's average 
daily net assets for Class A and Class C shares, respectively. For the period ended September 30,-2010, the Advisor waived fees in 
the amount of $206.650. 

If the Advisor waives any fee or reimburses any expense pursuant to the Waiver Agreement, and the Fund's Operating Expenses are 
subsequently less than 2.20% and 2.95% of average daily net assets attributable to Class A and Class C shares, respectively, the 
Advisor .shall be entitled to reimbursement by the Fund . for such waived fees or reimbursed expenses prOVided that such 
reimbursement does not cause the Fund's expenses to exceed 2.20% and 2.95% of average daily net assets for each share class. If 
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Fund Operating Expenses attributable to Class A and Class C shares subsequently exceed 2.20% and 2.95%, respectively per annum of 
the average daily net assets, the reimbursements shall be suspended. 

The Advisor may seek reimbursement only for expenses waived or paid by it during the three fiscal years prior to such 
reimbursement; provided, however, that such expenses may only be reimbursed to the extent they_ were waived or paid after the 
date of the Waiver Agreement (or any similar agreement). The Board may terminate this expense reimbursement arrangement at any 
time. 

As of September 30, 20 I 0, the Advisor has $206,650 of waived expenses that may be recovered no later than September 30, 20 I 3. 

The Board has adopted a Distribution Plan and Agreement (the "Plan") pursuant to Rule 12b-1 under the 1940 Act. The Plan 
provides that ~ monthly service aT'!d/or distribution fee is calculated by the Fund at an annual rate of 0.25% of the average daily net 
assets attributable to the Class A shares and 1.D<r"{ of the average daily net assets attributable to Class C shares and is paid to 
Northern Lights Distributors, LLC (the "Distributor"), to provide compensation for ongoing distribution-related activities or services 
and/or maintenance of the Fund's shareholder accounts, not otherwise required to be provided by' the Advisor. The Plan is a 
compensation plan, which means that compensation is provided regardless of 12b-1 expenses incurred. 

Mutua/Hedge Frontier Legends Fund 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

September 30, 20 I 0 

The Distributor acts as the Fund's principal underwriter in a continuous public offering of the Fund's Class A and Class C shares. The 
Distributor is an affiliate of GFS. For the period ended September 30, 2010. the Distributor received $433.975 in underwriting 
commissions for sales of Class A shares, of which $61,789 was retained by the principal underwriter or other affiliated broker-
dealers. . 

The Fund pays its pro rata share of a total fee of $12,500 per quarter for the Northern Lights Fund Trust to eacli Trustee who is not 
affiliated with the Trust or Advisor . The Fund pays the chairperson of the audit committee its pro rata share of an additional $2,500 
per quarter. The "interested persons" who serve as Trustees of the Trust receive no compensation for their services as Trustees. 
None of the executive officers r~ceive compensation from the Trust. 

Pursuant to separate servicing agreements, GFS is compensated for providing admiriistrqtion. fund accounting and transfer agency services 
to the Fund as follows: . 

Administrqtioo. The Fund pays GFS an asset-based fee in decreasing amounts as Fund assets reach certain breakpoints. The Fund is 
subject to a minimum annual fee. The Fund also pays GFS for any out-of-pocket expenses, Fees are bil1~d monthly as follows: 

The greater of: 
A minimum annual fee of $40,000 per annum or 

to basis points or 0. 10% per annum on the first $100 million in net assets 
6 basis points or 0.06% p'er annum on the next $1 50 million in net assets 
5 basis points or 0.05% per annum on net assets greater than $250 million 

fund ACCQl1nting:. Total charges for Fun~ Accounting servh;:es include asset-based fees and out-of-pocket expenses. Fees are calculated 
based upon the average net assets of the -fund for the previous month. The Fund pays GFS a base annual fe'e of $24,000 plus $6,000 
for each additional share class above one plus a basis pOint fee in decreasing amounts as Fund assets reach certain breakpoints, as 
follows: 

2 basis point;s' or' 0.02% on net assets of $25 million to $100 million 
I basis point or 0.0 I % on net assets greater than $100 million 

Transfer Agency. For the serviCes rendered by GFS in its capaCity as transfer agent, the Fund pays GFS transfer agent fees, out-of
pocket expenses, activity charges, and special report charges. The fees are billed monthly as follows: 

The greater of the annual minimum or per account charges. The annual minimum is $15,000 per class and the per account charge 
is $14.00 f~,r ~pen, a'cc~un~, and $2.~0 for ~I.osed accounts. 

In addition, certain affiliates of GFS provide ancillary services to the Fund(s) adollows: 

Mutua/Hedge Frontier Legends Fund 
NOTES TO CONSOLIDATED FINANCIA.L STATEMENTS (Continued) 

September 30, 20 I 0 
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Northern Ugbts CompUQoCf' Services II C ("NICS") 
NLCS. an affiliate of GFS, provides a Chief Compliance Officer ("CCO") to the Trust, as well as related compliance services, pursuant 
to a consulting agreement between NLCS and the Trust. Under the terms of such agreement. NLCS receives from the Fund an annual 
fee, payable quarterly, and is reimbursed for out-of-pocket expenses. For the period ended September 30, 2010, the Fund incurred 
expenses of $9,853 for compliance services pursuant to the Trust's Agreement with NLCS. Such fees are included in the line item 
marked "C,?mpliance Officer Fees" on the Statement of Operations in this shareholder report.. 

C~mCom II C ("GeroCorn") 
GemCom, an affiliate of GFS, provides EDGAR. conversion and filing services as well as print management services for the Fund on an 
ad-hoc basis. For EDGAR services, GemCom charges a per-page conversion fee and a flat filing fee. For the period ended 
September 30, 20 I 0, GemCom collected amounts totaling $2,914 for EDGAR and printing services performed. Such fees are 
included in the line item marked "Printing and Postage Expenses" on the Statement of Operations in this shareholder report. 

5. TAX COMPONENTS OF CAPITAL 

As of September 3D, 20 I 0, the components of accumulated earnings/(deflcit) on a taX basis were as follows: 

:r:~1~t;;=j-.IJl~~~~;~~~.E~~~~ ___ ~ij-o~;: ~~r .. -~1 ~~;~;~~~~i~I~I~~~~~~.~~3 
. In::::.mi! ' . : ~lIin:!- : I ClrryFofflllr::l:!- :_1 lenH ! , IDepHtl.ti~n) i"i ~Jrni"'_J~/f~tifitlu.\ 1 

LL .. _ _ ...:. ~ _L ~_ ... ____ .. _:...!._Ll . _______ ·..l..L.L.-_._ .. .:J.J _s _M~--.€7.L: .. .!...? ____ .~<~_J:!L\ 

Permanent book and taX differences primarily attributable to net operating losses, tax treatment of short·term capitai gains and 
adjustments resulting from the Fund's investment in a controlled .foreign corporation, resulted in reclassification for the Fund for the 
period ended September 30, 20 I 0 was follows: a decrease in paid in capital of $279,871; a decrease in accumulated net investment loss 
of $281 ,313; and a decrease in accumulated net realized gain from security transactions of $1,442. 

6. NEW ACCOUNTING PRONOUNCEMENT 

In January 2010, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU") No. 2010-06 
"Improving Disclosures about Fair Value Measurements." ASU No. 2010-06 amends FASB Accounting Standards Codification Topic 
820, Fair Value Measurements and Disclosures, to require additional disclosures regarding fair value measurements. Certain 
disclosures reqUired by ASU No. 2010·06 are effective for interim and annual periods beginning after December 15,2009, and other 
reqUired disclosures are effective for fiscal years beginning after December 15, 20 I 0, and lor interim periods within those fiscal years. 
Management is currently evaluating the impact ASU No. 20 10-06 will have on the Fund's financial statement disclosures. 

Mutua/Hedge Frontier Legends Fund 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

Septennber30, 2010 

7. SUBSEQUENT EVENTS 

The Fund is required to recognize in the financial statements the effects of all subsequent events that provide additional evidence 
about conditions that existed at the date of the Statement of Assets and Liabilities. For non-recognized subsequent events that must 
be disclosed to keep the financial statements from being misleading, the Fund is required to disclose the nature of the event as well as 
an estimate of its finandal effeCt. or a statement that such an estimate cannot be made. In addition, the Fund is required to disclose 
the date through which subs~quent events have been evaluated. Management has evaluated subsequent events through the issuance 
of these financial statements and has noted no such events. 

Report of Independent Registered Public Accounting Firm 

To the Board of Trustees of Northern Lights Fund Trust 
and the Shareholders of MutualHedge Frontier Legends Fund 

We have auditeq the accompanying consolidated statement of assets and liabilities of MytualHedge Frontier Legends Fund (Fund), including the 
-onsolidated portfolio of investments, as of September 30, 20 I 0, and the related consolidated statements of operations, changes in net assets and 
nanc:ial highlights for the period from December 31, 2009 (commencement of operations) through September 3D, 2010. These consolidated 

. financial statements and cons~lidated financial highlights are the responsibility of the Fund's management. Our responsibility is to express an opinion 
on these consolidated financial statements and consolidated financial highlights based on our audit. 
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We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards 
"require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements and consolidated 
financial highlights are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amountS and disclosures in 

cOhsolidated financial statements. Our procedures included confirmation of securities owned as of September 30, 2010, by correspondence with 
custodian. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the 

overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements and consolidated financial highlights referred to above present fairly, in all material respects, the 
financial position of the Fund as of September 30, 20 I 0, the results of its operations, changes in its net assets and the financial highlights for the 
period from December 31, 2009 (commencement of operations) through September 30, 2010, in conformity with accounting principles generally 
accepted in the United States of America. 

lsi McGladrey & Pullen, LLP 

Denver, Colorado 
November 30, 2010 

Mutua/Hedge Frontier Legends Fund 
EXPENSE EXAMPLES 

September 30,20 I 0 (Unaudited) 

As a shareholder of che MutualHedge Frontier Legends Fund. you incur twO types of costS: (1) transaction costs, inc1udin& sales charges (loads) on purchases of 
Class A shares; (2) ongoing corn. including managem'ent fees ; distribution andlor service (12b- 1) fees; and other Fund 6.penses. This example is intended to help 
you understand your ongoing costs (in dollars) of investing in the MutualHedge Frontier Legends Fund and to compare these costs with the ongoing costs of 
investing in other mutual funds. 

The example is based on an investment of $1.000 invested at the beginning of the period and held for the entire periOd from April I. 20 I 0 through September ' 
30. 2010. 

ActuaJ Expenses 

The .. Acwal Expenses" line in the table below provides information about actual account values and actual expenses. You may use the information below. 
together with the amount you invened, to enimat!; the expenses that you paid over the period. Simply divKle your account value by $1.000 (for example, an 
$8,600 account value divided by $1,000 = 8.6). then multiply the result by the number in the table under the heading entided "Expenses Paid During Period" to 
estimate the expenses you paid on your account during this period. 

HypotheticaJ Example for Comparison Purposes 

The "Hypothetical" line in the table below provides information about hypothetical account values and hypothetical expenses based on the MuwalHedge Frontier 
Legends Fund's actual expense ntio and an assumed nte of return of 5% per year before expenses. which is not the Fund's actual rerum. The hypothetical 
account values and expense~ may not be used ·to estimate the aCtual ending account balances or expenses you paid for the period. You ,may use this information 
to compare this 5% hypothetical example with the 5% hypothetical examples that appear in the shareholder reports of other funds. 

Please note that the expenses shown in the table are meant to highlight your ongoIng costs only and do not reflect any transactional costs. such as sales charges 
(loads). or redemption fees . Therefore, the tabl!! is useful in comparing ongoing . costs only. and will not h!!lp you determine the relative total COsts of owning 
different funds. In addition, if the se transactional costs were 'included, your costs would have been higher. 

8eginning Ending Expenses Paid Expense Ratio 
Account Value Account Value During Period During Period*'" 

Actual 411110 9130110 411110 - 9/30/10 41 111 0' - 9130110 
Class A $1.000.00 $1 ,0 19.20 $11.14* 220% 
Class C 1.000.00 1,0 15.20 14.9Q4 295 

Sexinning Ending Expenses Paid Expense Ratio 

Hypothetical Account Value Account Value During Period During Period*'" 
(5% return before expenses) -4fl/l 0 9/30/ 10 4/1(l0 - 9130110 411/1 0 - 9/3011 0 

Class A $1.000.00 $1.014.~ $ II.! 1* 220% 
Class C 1.000.00 1.010.28 . 14.87* 295 

*Expen= a~ equal to me '1'enI~ account vWe over the period. multipijed by the Fund's :lI'II'Iualiu d vcpe:m:e ruio. multiplied by the number of days in the peri!=,d (1 83) dlvidtd by the number 

of days In the fisc;J;1 y~ (loS). 
*"'Armuir.ned. 

Mutua/Hedge Frontier Legends Fund 
SUPPLEMENTAL INFORMATION (Continued) 

bttp:lIgl obaldocoments.morningstar.com/documentlibrary/documentl5flcc96c443448150862ea273OefOa7c.msoOC/original[I0!2712011 10:52:47 AM] 



NYSE TIcker Symbols 

Class A 
ClassS 
Class C 
Class N 
Class Y 

QRAAX 
QRABX 
QRACX 
QRANX 
QRAYX 

30, 2011, pages 7 
most recent Annual Report, dared December 31, 2010, ate I by reference into this Summary Prospectus. You can access 
the Fund's prospectus and £A! at hlIps1/www.oppenheimerfunds.com/fund/invesrors/overview/ 
CommodityStrategyToealReturnFund. The fund's prospectus is also available from nnancial intermediaries who are authorized to sell 
Fund share, 

Investment Objective. The fund seeks toeal return. 

Fees and Expenses of the Fund. This cable describes the fees and' expenses thar you may pay if you buy and hold or redeem shares of 
the Fund. You may qualify for sales charge discounts if you (or you and your spouse) invest, or agree to invest in the future, at least $25,000 
in certain funds in the Oppenheimer family of funds. More informarion about these and orner discouncs is available from. your financial 
professional and in the section "About Your Account" beginning on page 14 of the prospeCtus and in the sections "How to Buy Shares" 
beginning on page 64 and "Appendix A" in the Fund's Statement of Additional Information. 

~I~~-r~hokl.~.f ~ees '(fee~ pa)q d.ired~Iy.JT·?[T:l .your in·v~5i:r:nen·c). ... ' :f: ~ 
" ':~_\!~"' - -' '':' :- :. . .. :.; -~~ ~{;]~.~ 

,. 

.. ~hig~nf~~~ Fe~:6f[~~· .F~:~~ ~~d.s~~sidi~r)'" ' .:,~'~;' .. ::~ :,'""';:" " :'~/~;:.:~ ~: ' 1.04%" . 1~04% ... lQ4% ' i{)4~:·· 1~.9E/ : · 
·j?tsg:Jk):~Jj9rt~~dJ9~.~¢rVic~~.:(1.~ij}~e~ ~ .,:·: .. '_ ,, :--~ >:;~~:r .. : . ~ ... : ·l~;·~~.:.:~~, ... . : .. , .. .. Q .. £S% . . 1~QO~{ . · 1.00~6". · . . 9~S~ t\),qh~ 

:~Q.ttl~t~piOses . " ~ '~~~~I~:tfi:' :~~::! ~. '~:J~,t}~~~~~(; ~.~. ;"< .... _ 
:lBiJ):ifi~i~,",~~fdie'FUrid: ;,; ., · "~:~~:~';·;":ii<;,:; .. ,·:: ci.sO% > 113% ' 0.63%. 0.74% . 01~% : 
,t,;iplB~t#~,nses :d(tKe~~~iidiaiY:. ,;c·'>, , , ~, :· ; ;'·.';e~::"t::': . ~'\:'2; .. '. ': o..!lOO? 000%· 0.00%.·.. 0.00% .·. o.OD%' 
',;TP'Mq[i,e;.~Exp,n;;~ :",<: .·,C ' , . " ':" :: ' ; ~' ~§;;'}:;iB {/, , ;]:;'~.'T~,; >:· 05o%',;j'~K : d.6~~'. , ') '!4if' 026%'· 
t;h;q~i;~di;ph~ Fi~{ind~p~hs~;.:;',7: \' ',: "'7:,;('j;~}~7;\~;:~':rt';Y '.;':" o:Q'5ji' "{j'oi~: p:65'jf ." 005% ...b,¥% 
; I;;-ti.l ;Aiin~arF~~ddp'r.lirngEXpen;'es·· ' ~ > ' ~:;': , ' : '·" ·{B4%: 3.~% · 1,72%'23;Ji(;,;13S% , 
":;F,efyYai~;r and 5:p;~~;Reih:!liu!5~l1)en~' ". : " ~c " ,i; .' . t'} (O)?'i.6L',102?%)'(0:~9<Jii' . ;,(b~l%j' Jb~i~i 

;:l~i:~>;iinUai FuridOpe",tihgEi<~~~ AI[~r fee Wa;vi,a.hd: E!<p~rii.~Adi!ib~,.m~Q"· i:~ · · ; ': ' i~~W ;'· iii~: : j.:?:3if,' '. "72%. . ill8% : 
1. -Management Fees of the Fund and Subsidiary~ reAects the gross management: fees paid to the Manager by the Fund and the Subsidiary during 
the Fund's most recem fiscaJ year. . '. 
2. The Manager has conrractually agreed to waive the management fee it receives from the Fund in an amount equal to the management fee paid 
1:0 the Manager by the Subsidiary. This waiver will continue in effect for so long as [he Fund invescs in the Subsidiary, and may not be terminated 
by the Manager unless termination is approved by the Fund's Board of Trustees. The Fund's investment adviser has voluntarily agreed to waive 
fees and/or reimburse Fund expenses in an amount equal to the indirect management fees incurred through the Fund's investment in 
Oppenheimer Inscitutional Money Market Fund The Fund's transfer agent has voluntarily agreed to limit its fees for all classes to 0.35% of average 
annual net assets per class. These expense limitations may be amended or withdrawn no earlier than one year from the date of this prospectus. 

Exam pie. The following Example is intended to help you compare the COSt of investing in the Fund with the COst of investing in other 
mutual funds. The Example assumes that you invest $10,000 in a class of shares of the Fund for the time periods indicated. The Example 
also assumes that your investment has a 5% return each year and that the Fund's operating expenses remain the same. Alchough your 
actual coses may be higher or lower, based on these assumptions your expenses would be as follow£ 

~ OppenheimerFunds· 
~ The Right Way to Invest 



POJ:'tfolio Turnover. The Fund pays transaction costs, such as commissions, when it buys and sells securities (or "turns over~ its 
portfolio). A higher portfolio turnover rate rnay indicate higher transaction costs and may result in higher taxes when Fund shares are held 
in a taxable account These costs, which are not reflected in the annual fund operating expenses or in the example, affect the Fund's 
perfonmance. During the most recent fiscal year, the Fund's portfolio turnover rate was 38% of the average value of its portfolio. 

Principal Investment ~trategies. The Fund mainly invests in a combination of commodity-linked derivatives, corporate and 
governmental fixed-income securities and certain other types of derivative investments. 
• Commodity-Linked Derivatives. A derivative is an investment whose value depends on (or is derived from) the value of an underlying 

securicy, asset, interest rate, index or currency. A commodity-linked derivative is a derivative inscrument whose value is linked to the price 
movement of a commodity, commodity index,' or commodity option or futures contraCL Commodity-linked. derivatives may'include 
commodity-linked notes, swaps, futures and option, The value of some commodity-linked derivatives may be based on a multiple of 
those price movements. 
Physical commodides are assets that have tangible properries. The Fund's commodity-linked investments provide exposure to the 
investment returns of commodities markets without investing directly in physical commodities. The commodity-linked instruments that 
the Fund invests in may be linked to the price movements of. a physical commodity such as heating oil, livestock, or agricultural products; 
a commodity option or futures contract; a commodity index such as the S&P GSCI" ("S&P GSCI," formerly the "Goldman Sachs 
Commodity Index''); or some other readily measurable variable that reftects changes in the value of particular commodities or 
commodities markets. The Fund does not intend to invest more than 10% of its total assets, determined at the time of investment. in 
commodity-linked notes mat mature in more than 19 months. 

• Fixed-Income Securities. The Axed-income securities the Fund may invest in may be of any maturity and include us. Government 
securities, repurchase agreements, money market securities and affiliated money market funds. The Fund may'buy debt securities for 
liquidity purposes, for collateral management or to seek income. 

• Other Derivative Investments. The Fund may also invest in other derivative instruments such as forwards, options, futures and swaps 
relating to debt securities, interest rates or currencies. It may do so to seek to increase its investment returns or to hedge against declines 
in the value of the Fund's other investments. 

The Fund can purchase investment-grade and below investment-grade securities (also referred to as 'junk bonds"). The Fund can invest up 
to 10% of its assets in. lower-grade securities. The Fund may invest in US. or foreign securities, including derivative inso:uments that trade 

1 U.S. or foreign exchanges or in the 'over-the-counter" ("OTC) market 
The Fund can also invest up to 25% of its total assets in its wholly-owned and controlled subsidiary (the ·Subsidiary"). The Subsidiary 

primarily inves[5 in commodity-linked derivatives (induding commodity futures, options and swap concracts) and fixed income securities 
and other investments that serve as collateral for its derivatives positions. lnvesonents in the Subsidiary are intended to provide the Fund 
with exposure to commodities market returns within the limitations of the federal tax requirements that apply to the Fund.. The Subsidiary 
will be subject to the sarne investment restrictions and limitation, and follow the same compliance policies and procedures as the Fund 

In selecting investments for the Fund's portfolio, the portfolio managers generally allocate [he Fund's commodity'linked investments 
among a variety of different commodity sectors, based on the weightings of the components of the Fund's benchmark index the S&P 
GSCI. The Fund is not an "index' fund, however, and its investment allocations and performance will usually differ from the weightings and 
perfonmance of the S&P GSCI. The portfolio managers currently focus on the following inter-related components, which may vary in 
particular cases and may change over time: 
• Commodities Selection. The portfolio managers use a model-driven approach and their own analysis and judgment to try to identify 

differences in quality between two commodities or contracts with the intent of exploiting temporary market inefficiencies. The Fund's 
proprietary models also incorporate fundamental and technical factors intended to identify extreme market pricing imbalances for . 
individual commodities or sectors and catalysts that may potentially eliminate the particular imbalances. 

• Form of Investment. The portfolio managers also consider which instrument or form of investment is best suited to provide the desired 
commodities exposure. If the portfolio managers determine that a commodity-linked note is appropriate, the Fund would generally 
invest directly in the commodity-linked note. If the portfolio managers decide that a commodity futures contract. swap, or option on a 
futures concract is appropriate, the Fund might enter into the futures or swap contran or purchase the option directly or it might invest 
in that instrument indirectly through its Subsidiary. 

• Collateral Management. The portfolio managers use a team approach to construct a portfolio of fixed-income securities that includes 
U.S. Government securities, repurchase agreements, money market securities and affiliated money market funds to provide collateral, 
liquidity and income. ' 

• Performance and Portfolio Risk Monitoring. The pomolio managers monitor the performance and risks of the Fund's investments on 
an ongoing basi' . 

The Fund's investr'nent in the Subsidiary will vary based on [he portfolio managers' use of different types of commodity-linked derivatiVe> If 
the Fund increases its use of commodity linked notes, that would typically result in a lower level of investment in tihe Subsidiary. If the Fund 
increases its use of commodity futures, swaps, or options on futures, that would typically result in a higher level of investment in the 
Subsidiary. . 
Industry Concentration. The Fund will maintain exposure of 25% or more of its total assets in securities and derivatives linked to the 
energy and natural resources, agriculture, livestock, industrial metals, and precious metals sectors as a group. However, the Fund will not 

ncentrate more than 25% of its total assets in issuers in anyone industry. At times the Fund may emphasize investments in some 
.dustries more than others. The individual components of an index will be considered as separate industries for this purpose. 
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Principal Risks. The price of the Fund's shares can go up and down substantially. The value of the Fund's investments may change 
because of broad changes in the markets in which the Fund invests or from 'poor securi,), selection, which could cause the Fund to 
underperform other funds with similar investment objectives. There is no assurance that the Fund will achieve its investment objeaive. 
When you redeem your shares, they may be wonth more or less than what you paid for them These risks mean that you can lose money by 
inve5ting in the Fund. 

Risks of Commodity-Linked Investments. Inve5rrnents linked to the prices of commodities are considered speculative. The values of 
commodities and commodi,),-linked investments are affected by events that might have less impaa on the values of stocks and bonds. 
Prices of commodities and related contracts may Huctuate significantly over short periods due to a varie,), of factors, including changes in 
supply and demand relationships, weather, agriculture, fiscal, and exchange control programs, disease, pestilence, and international 
economic, politica\ military and regulatory developments. These risks may make commodi,),-Iinked investments more volatile than other 
')'pe5 of investments. The commodi,),-linked instruments in which the Fund invests have substantial r~ks, including risk of loss of a 
significant portion of their principal value. . 

The commodi,), markets are subject to temporary distortions and other disruptions due to, among other factors, lack of liquidi')', the 
participation of speculators, and governmem regulation and other actions. Us. futures exchanges and some foreign exchanges limit the 
amount of Huctuation in futures contract prices which may occur in a single business day (generally referred to as "daily price fiuctuation 
!imits"), The maximum or minimum price of a comract as a result of thes~ limits is referred to as a "limit price." If the limic price has been 
reached in a particular contrac" no trades may be made beyond the limit price. Limit prices have the effect of precluding trading in a 

. particu!ar concract or forcing the liquidation of contracts at disadvantageous' times or prices. These circumstances could adversely affect 
the value of the commodi,),-linked investments. . . 
Risks of Derivative Investments. Derivatives may be volatile and may "involve signincam risks. The underlying security or other inscrument 
on which a derivative is based. or the derivative itself, may not perfomn ·as expected. Some derivatives have the potential for unlimited loss, 
regardless of the size of the Fund's initial invesanent The Fund"may also lose money on a derivative invesrment if the issuer fails to pay the 
amount due. Certain derivative investments held by the Fund may be illiquid. making it difficult to close OUt an unfavorable position. 
Derivative cransactions may require me payment of premiums and can increase portfolio cumover. As a result of these risks. the Fund could 
realize little or no income or lose money from its investment, or a hedge might be unsuccessful 
• Special Risks of Options. If the Fund sells a PUt option, there is a risk that the Fund may be required to buy the underlying investment . 

at a disadvantageous price. If the Fund sells a call option, there ~ a risk that the Fund may be required to sell the underlying investment at 
a disadvantageous .price. If the Fund sells a call option bn an investment that the Fund owns (a 'covered call") and the investment has 
increased in value when the call option is exercised, the Fund will be required to sell the investment at the call price ami will not be able 
to realize any of the investment's vilue above the call price; Options may involve economic leverage, which could result in greater price 
volatility than other investments. 

• Special Risks of ,Futures Contracts. The volatili,), of futures contraCts prices has been historically greater than the volatili,),.of stocks and 
bonds. The liquidi')' of the futures market depends on participants entering into offsetting transactions rather than making or taking 
delivery. To the extent participants decide to make or take delivery, Iiquidi')' in the futures market could be reduced. In addition, futures · 
exchanges often impose a maximum permissible price movement on each futures conrracr for each crading session. The Fund may be 
disadvantaged if it is prohibited from executing a trade outside the daily pemnissible price movement 

• Special Risks of Swap Transactions. There is no central exchange or marker for swap rransaaions and therefIQre they are less liquid than 
exchange-traded instruments. If the Fund were to sell a swap it owned to a third party, the Fund would still remain primarily liable for the 
obligations.under the swap contract 

• Total Return Swaps. In a total retum sWap transaction, one party agrees to pay the other party an amount. equal to the total retum on 
a defined underlying asset or a non-asset reference during a specified period of time. The underlying asset migbt be a securi,)" com modi')' 
conaact or basket of securities or commodity conrract5 or a non-asset r~ference might be a securities or commodities index. In return, 
the other par')' would make periodic payments baSed on a fixed or variable interest rate or on the total retum from a different 
underlying asset or non-asset: reference. """ " 

Total return swaps could result in losses if the underlying asset or reference does not perfomn as anticipated. Total return swaps can 
have the potential for unlimited losses They are also subject to counterparty risk. If the counterparty fails to meet its obligations, the 
Fund may lose money. 

Special Risks Of Commodity-Linked Notes. The Fund may invest in commodity-linked notes to gain exposure to commodities 
markets. Commodity-linked notes may be subject to special risks that do not affect traditional equi')' and debt securitieS: 
• Risk of loss of interest. If the inrerest rate "on a commodity-linked note is based on the value of a particular commodity," commodir:y 

index or other economic variable, the Fund might receive lower incerest payments (or not receive any interest) if the value of the 
underlying investment fall, 

• Risk of loss of principal. To the extent that the amount of the principal to be repaid upon maturi,), is linked to the value of a particular 
com modi,)" commodi,), index or other economic variable, the value of the com modi,)" commodi,), index or other economic variable 
may not increase sufficiently so that the Fund might not receive a portion (or any) of the principal when the investment matures or 
upon earlier exchange. 

• Credit Risk. Commodity-linked notes are subject to credit risks on the underlying investment and to counterparty credit risk. If the 
counterparty fails to meet its obligations, the Fund may lose money. 

• Valuation risk. The value of commodi,),-linked notes may be inHuenced by several factor~ including: value of the commodi,)" 
commodity index or other economic variable, volatility, interesr and yield rates in the market, the time remaining to marurity and the 
credit worthiness of the issuer of the commodi,),-linked note. 

. • Liquidity risk. A liquid secondary market may not exist for certain commodi')'-linked nOtes the Fund buys; whkh may make it difficult 
for the Fund to sell them at an acceptable price or to accurately value them. 

• Volatility risk. The value of the commodi,),-linked derivatives the Fund buys may Huctuate significandy because the values of the 
underlying investments to which they are linked are extremely volati le. Additionally, the particular temns of a commodi,),-linked note 
may create economic leverage by requiring payment by the issuer of an amount that is a multiple of the price increase or decrease of the 
underlying com modi,)" com modi,), index, or other economic variable. Economic leverage increases the volatili,), of the value of 
commodity-linked notes and their value may increase or decrease more quickly than the underlying commodi,)" commodi,), index or 
other economic variable. 
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Risks of Investments in leverage. Certain derivatives and other investments of the Fund may involve leverage. Leverage may be created 
when an invescrnent exposes the Fund to a risk of loss that exceeds the amount invested. Certain derivatives and other investments 
provide the potemial for investmem gain or loss that may be several times greater than the change in the value of an underlying security, 
asset, interest rate, index or currency, resulting in the potential for a loss that may be substantially greater than the amoum invested. 

Some derivatives and other leveraged investments have the potential for unlimited loss, regardless of the size of the initial investment 
Because leverage can magnify the effects of changes in the value of the Fund and make the Fund's share price more volatile, a shareholder's 
investmem in the Fund will tend to be more volatile, resulting in larger gains or losses in response to the ~uctuating prices of the Fund's 
investments. 

The Fund has limits on the leverage ratio of each commodity-linked note it buys and on it's overall portfolio. The Fund is also subject to 
legal requirements designed to reduce the effeets of any leverage created by the use of certain investments. Under these requirements, the 
Fund must eamnark or segregate liquid assets or engage in other asset coverage measures with regard to the Fund's potential obligations 
with respect to those investments The Fund, including the Subsidiary, will comply with these requirements 
Risks Of Investments In The Fund's Wholly-Owned Subsidiary, The Subsidiary is not registered under the Investment Company Act 
and is not subject to its investor protections (except as otherwise noted in this prospectus). As an investor in the Subsidiary, the Fund does 
not have all of the protections offered to investors by the Investment Company Act, however the Fund wholly owns and controls the 
Subsidiary, and .the Fund and the Subsidiary are both managed by the Manager and the Sub-Adviser. The Fund's ownership and control 
make it unlikely that the Subsidiary will take actions contrary to the imerests of the Fund or its shareholders. The Fund's Board has 
oversight responsibility for the Fund's investment activities, including its investments in the Subsidiary and its role as the Subsidiary's sale 
shareholder. The Manager and Sub-Adviser also apply the same investment restrictions and operational guidelines in managing the 
Subsidiary's portfolio that are applied to managing the Fund. . 

Changes in the laws of the Cayman Islands, under which the Subsidiary is incorporated, could prevent the Subsidiary from operating as 
described in this prospectll5 and could negatively affect the Fund and its shareholders. For example, the Cayman Islands curremly does not 
impose any income. corporate or capital gains taX. estate duty, inheritance taX. gift taX or withholding taX on the Subsidiary. If Cayman 
Islands law were changed and the Subsidiary was required to pay Cayman Islands taxes the investmem retums of the Fund would likely 
decrease. 
Main Risks of Debt Securities. Debt securities may be subject to credit risk, interest rate risk, prepayment risk and .,<tension risk. Credit 
risk is the risk that the issuer of a security might not make interest and principal payments on the security as they become due. If an issuer 
fails co pay interest or repay principal, the Fund's income or snare value mighc. be reduced. Adverse news about an issuer or a downgrade in 
an issuer's credit ratin~ for any reason, can also reduce the market value of the issuer's securities. Interest rate risk ;s the risk mat when 
prevailing interest rates fall. the values of already-issued debt securities generally rise; and wihen prevailing interest rates rise, the values of 
already-issued debt securities generally fall, and they may be worth less than the amount the Fund paid for them. When interest rates 
change; the values of longer-term debt securities usually' change more than the values of shorter-term debt securities. When interest rates 
fall, debt securities may be repaid more quickly rhan expected and the Fund may be required to reinvest the proceeds ar a lower interesr 
rate. This is referred to as "prepayment risk." When interest rates rise, debt securities may be repaid more slowly than expected and rhe 
value of the Fund's holdings may fall sharply. This is referred to as "extension risk." Interest rate changes nomnally have different effects on 
variable or floating rate securities than they do on securities with' fixed interest rates. 

Because the Fund can invest up to 10% of its assets in lower-grade securities, the Fund's credit risks are greater rhan those of funds that 
buy only investment-grade securities. 

Fixed-Income Market Risks. Economic and other market developments can adversely affect fixed-income securities markets in the 
United State~ Europe and elsewhere. At times, participants in debt securities markets may develop concerns about the ability of certain 
issuers of debt securities to make timely principal. and interest payments, or they may develop concerns about the abiliry of financial 
institutions that make markets in certain debt securities to facilitate an orderly market Those concems can cause increased volatility in 
those debt securities or debr securities markets. Under some circumStances, as was the case during the latter half of 200B and early 2009, 
those concerns could cause reduced liquidity in certain debt securities markets. A lack of liquidity or other adverse credit market 
conditions may hamper the Fund's ability to sell the debt securities in which it invesrs or to find and purchase suitable debt instruments 
Main Risks of Foreign Investing. Foreign securities are subject to special risks. Foreign issuers are usually not subject to the same 
accounting and disclosure requirements that U.s. companies are subject to, which may make it difficult for the Fund to evaluate a foreign 
company's operations or financial condition. A change in the value of a foreign currency against the U.S. dollar will result in a change in the 
U.s. dollar vaJue of securities denominated in that foreign currency and in the value of any income or distributions the Fund may receive 
on those securitie~ The value of foreign investments may be affected by exchange control regulations, foreign taxes, higher transaction and 
other costs, delays in the settlement of transactions. changes in economic or monetary policy in the United States or abroad, expropriation 
or nationalization of a company's assets, or other political and economic factors. These risks may be greater for investments in developing 
or emerging market countries. ' , 

Time-Zone Arbitrage. The Fund may invest in securities of foreign issuers that are traded in U.S. or foreign markets. If the Fund invests a 
significant amount of its assets in foreign markets, it may be exposed to -time-zone arbitrage" attempts by inVestors seeking to take 
advantage of differences in the values of foreign securities that might result from events that occur after the close of rhe foreign securities 
market on which a security is rraded and before the Fund's net asset value is calculated If such time-zone arbitrage were successful, it 
might dilute the incerem of other shareholders. The Fund's use of "fair value pricing" to adjust cerrain marker prices of foreign securities 
may help deter those activities. 

Who Is the Fund Designed For? The Fund is designed for aggressive investors seeking total return over the long remn, mainly from 
". commodity-linked derivatives. Those investors should be willing to assume [he. risks of potentially significant shorr-temn share price 

Aucruations and losses because of the Fund's investments in commodity-linked instruments. The Fund i5 not designed for investors seeking 
current income or preservation of capital. Investors should consider buying shares of the Fund as parr of an overall portfolio Strategy that 
includes other asset classes, such as fixed-income and equity investments. The Fund is not a complete investment program and may not be 
appropriate for all investDr~ You should carefully consider your own investment goals and risk tolerance before investing in the Fund. 

;~~~~~}~iW6~t~f~~~~1~~no~~!l:{!.jJ~~et~~~J£~~~~~~~1~i~A:·~t~ed,~¥:t~~_~¢;d~~i .'O~.p'OSit 
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The Fund's Past Performance. The bar chan: and table below provide some indication of the risks of investing in the Fund by showing 
changes in the Fund's performance from year to year and by showing how the Fund's ave"'ge annual retums for 1, 5 and 10 years compare 
with those of a broad measure of marker performance. The Fund's past investment performance (before and after raxes) is not necessarily 
an indication of how the Fund will perform in the future. More recent performance information is available by calling the toll-free number 
on the back of this prospeaus and on the Fund's website: 
https:llwww.oppenheimerfunds.com/fundiinvestors/overview/CommodityStrategy T otalRerumFund 

~~~~~~~ 

Sales charges and taxes are nm induded and the rerurns would be lower if they were. During the period shown, the 
highest return for a calendar quarter was 30.80% (2nd Qu 08) and the lowest return was -52.35% (4th Qtr 08). 

The following table shows me average annual meal returns for each class of the Fund's shares. After-tax recurns are calculated using the 
highest individual federal marginal income tax rates and do not reflect the impact of state or local taxes. Your actual arrer-tax.retums, 
depending on your individual tax situarion, may differ from those shown and after-tax returns shown are not relevant to inveswrs who 
hold their Fund shares through taX-deferred arrangements, such as 401 (k) plans or individual retirement accounts. After-taX returns are 
shown for only one class and after~tax returns for other classes will vary. 

1. From 02/28/01 

Investment Adviser_ OppenheimerFunds. Inc. is the Fund's investment adviser (the "Manager") and Oppenheimer Real Asset 
Management, Inc. (the "Sub-Adviser"), a wholly-owned subsidiary of the Manager, is its sub-adviser. 

Portfolio Managers_ Kevin Baum, CFA CAIA has been a Vice President of the Fund since October 2000, and a portfolio manager of the 
Fund since May 1999. Robert Baker, CFA has been a Vice President and pmtfolio manager of the Fund since May 2007. Carol Wolf has 
been a Vice President and portfolio manager of the Fund since December 2008. 

Purchase and Sale of Fund Shares. In most cases, you can buy Fund shares with a minimum initial investment of $1,000 and make 
additional investments with as little as $50. For cerrain investment plans and retirement accounts, the minimum initial investment is $500 
and, for'some, the minimum additional investment is $25. For certain fee based programs the minimum initial investment is $250. 

Shares may be purchased through a financial intermediary or the Distributor and redeemed through a financial intermediary or the 
Tronsfer Agent on days the New York Stock Exchange is open for uadin& Shareholders may purchase or redeem shares by mail, through 
the website at www.oppenheimerfunds.com or by calling 1.800.2255677. Share transactions may be paid by check. by Fede",1 Funds wire or 
directly from or into your bank account. 
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Taxes. If your shares are not held in a tax-deferred accoun~ Fund distributions are subject to Federal income tax as ordinary income or as 
capital gains and they may also be subject to state or local taXes. 

Payments to Broker-Dealers and Other Financial Intermediaries. If you purchase Fund shares through a broker·dealer or other 
financial intermediary (such as a bank), the Fund, the Manager, or their related companies may pay the intermediary for the sale of Fund 
shares and related services. These payments may creace a conflict of interest by influencing the broker-dealer or other intermediary and 
your salesperson to recommend the Fund over another investment Ask your.saiesperson or visi t your financial intermediary's website for 
more information. 

For More Information About Oppenheimer Commodity Strategy Total Return Fund 

You can access the Fund's prospectus and SAl at https)lwww.oppenheimerfunds.comlfundlinvestorsloverviewl 
CommodityScrategyTotaiRetumFund. You can also recuest additiona information about the Fund or your accoune 
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CommodityRealReturn Strategy Fund' 
CommoditiesPLUS'M Strategy Fund 

Accessing the Diversification 
and Inflation-Hedging 
Potential of Commodities 

Protecting against inflation by preserving the purchasing power of one's 

assets is a key element in achieving long-term financial security. However, 

long-term inflation rates will always be highly uncertain, and as a result it 

is difficult to preserve the real value of one's assets by using traditiona l 

stock and bond investments alone. PIMCO. a global commodity 

manager, has long believed that the seled ive use of commodit ies within 

one's investment strategy can prove highly effective as a portfolio 

diversifier and a hedge against inflation, albeit w ith additional risk. Our 

actively managed commodity index mandates include two PIMCO 

funds- PIMCO CommodityRealReturn Strategy Fund and the PIMCO 

Commodit iesPLUS Strategy Fund. Both Funds employ our enhanced

index approach to commodity investing, This involves combining positions 

in commodity index-linked derivatives that capture the price return of 

the commodities futures market w ith a f ixed income collateral portfolio 

that is actively managed with the objective of adding incremental 

return above those markets. 

i' ,' , . WhY 'invest in'commodities7 
I. 
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Commodities are assets that have tangible prop~rties. such as oil. metals and 
agricultural produds. Historically, commodity investments have had 'a positive 
correlation (tendency to move in tandem) with changes in inflation and a low 
correlation to stock and bond returns. That is why commodities can be used to 
hedge against inflation as well as to enhance portfolio diversification. Further, 



. .. 

underlying economic fundamentals suggest that commodit ies 
will almost certainly trend upward over the long term. This is 
largely due to growing demand from emerging markets and 
underinvestment in infrastructure. Investors should be aware, 
however, that commodities are volatile investments, should 
only form a small part of a diversified portfolio and may not 
be suitable for aH investors. 

How do these funds gain exposure? 

The funds do not invest in physical commodities. Instead, they 
use an "enhanced index" strategy. This exposes the funds 
to commodities through investments in commodity-index
linked derivative instruments. PIMCD CommodityRealReturn 
Strategy Fund is linked to the Dow Jones UBS Commodity . 
Total Return Index. PIMeD CommoditiesPLUS Strategy Fund 
is linked to the Credit Suisse Commodity Benchmark. Also, 
the funds may invest in derivatives linked to the value of a 
particular commodity or commodity futures contracts (or in 
subsets). PIMCD CommodityRealReturn Strategy Fund then 
"collateralizes" these derivative instruments by investing the 
remaining portfolio assets in an actively managed portfoliO of 
inflation-indexed bonds and other fixed income securities. In 
this way, the fund seeks to capitalize on the inflation-hedging 
properties of both commodities and inflation-indexed bonds. 

Inflation hedging and diversification 

Commodities have historically had a positive correlation with infiation and 
a noncorrelation with stock and bond returns, making them an attractive 
vehicle to enhance portfolio diversification and guard against infiation. Of 
course, diversification does not guarantee a profit or protect againsta los> 
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PIMCD CommoditiesPLUS Strategy Fund "collateralizes" these 
derivative instruments by investing the assets in an actively 
managed portfolio of high-quality short-term bonds. PIMCD 
has extensive experience managing both index-linked securities 
and the collateral backing this exposure. 

What are some of the advantages of this enhanced
index approach? 

Our approach to the commodity index markets relies on 
our core strengths as a derivatives manager and creates the 
potential for the portfolios to outperform the benchmarks. 
Rather than purchase individual commodities, we use 
derivatives to obtain exposure to changes in a broad index of 
commodity futures prices without committing a substantial 
amount of capital, leaving the remaining portfolio assets to 
serve as collateral. We seek to invest the portfolio assets that 
serve as collateral in a portfolio of fixed income securities. If 
these fixed income investments provide a higher return than 
the T-bill rate embedded in the returns of the commodity 
index, then the total return of .the overall portfolio should be 
enhanced by the difference between these two rates. 

What are the active commodities strategies the 
funds employ? 

Structural alpha strategies seek to add value by taking 
advantage of identifiable economic factors that create 
patterns of ri,k upon which the funds can capitalize and other 
factors that might generate returns. These are distinguished 
from traditional active commodities strategies, which are 
based on outright technical and fundamental views that 
directly over- and underweight individual commodities or 
commodity sectors . 

Why did PIMCO choose the Dow Jones UBS Commodity 
Total Return Index and the Credit Suisse Commodity 
Benchmark as our benchmarks? 

Commodity indices calculate the returns to a hypothetical 
portfolio that contains only long positions in commodity 

Inf.t~n Stocks , . ""' . . .ood, . __ futures contracts, passively managed, on a fully collateralized 

Past performance is no guarantee oj Mure results. Above data reflects quarterly relums for \he period 
12/31/9H2/31J1J9. Conmodlies. SlDcIo;, boruls and lololion represeoled by 11'0 Dow Jones 
UBS Commodi~ Toial Relum Index, S&P 500 Index. Bmclays Capl~1 U.s. Aggrega" Index and 
Consumer Price Index-All Urban Consumer.i, respectively. 

basis. Only long positions are considered, so that t he portfolio 
will consistently benefit if commodity futures prices rise. Only 
commodity (and not financial) futures are considered, so that 
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Real Return Portfolio Management Team. He joined PIMCO in 2001 as a member of 

the analytics team and worked on term structure modeling and options pricing. He 
has a Ph.D. in theoretical physics from the University of Chicago and is the author of 

numerous scientific papers. PIMCO CommoditiesPLUS Strategy Fund is managed by 
Nicholas Johnson, a senior vice president and portfolio manager. He joined PIMCD 

in 2004 and previously managed the portfolio analyst group. Prior to joining PIMCD, 

he worked at NASA's Jet Propulsion Laboratory, developing Mars missions and 

new methods of autonomous navigation. He holds a master's degree in financia l 
mathematics from the University of Chicago and an undergraduate degree from 

California .Polytechnic State University. 

How· can I learn more? 

Ask your financial advisor for more information, including a copy of the prospectus. You 

can also visit our website at pimm.com/investments or call us at 1.888.87.PIMCO. 

Investol5 should consider the investment objecDves, risks, charges and expenses of the funds carefully before 
investing. This and other information is contained in the funds' prospectuses and summary prospectuses, if 
available, which may be obtained by contacting your finandal advisor or by vismng pimco.comlinvestments 
or by calling 7 -888-8l-P/MCO Please read them carefu/Iy before you invest or send money. 

A word about risk: The funds invest in commodily-linked derivative instruments, including commodity 
index-linked notes, swap agreements, commodily options, futures and options on futures. These instruments 
and commodities in general may subject the funds to greatervolatililythaninvestments in traditional securities. 
The value of a commodily-linked derivative is generally based on: price movements of a commodily, a 
commodily futures contract, a commodily index or other economic variables based on changes in the 
commodities markets. Use of derivative instruments may involve certain costs and risks such as liquidity risk, 
interest rate risk, market risk, credit risk, management risk and the risk that a fund could not close out a 
position when it would be most advantageous to do so. The funds' commodily exposures are backed by a 
portfolio of inflation-indexed securities and other fixed income instruments. Inflation-indexed bonds issued 
by the U.S. Govemment, known as TIPS, are fixed income securities whose prinCipal value is periodicallY 
adjusted according to the rate of inflation, which will affectthe interest payable on them. Repayment upon 
maturity of the adjusted principal value is guaranteed by the U.S. Govemment Neither the cummt market 
value of inflation-indexed bonds nor the share value of a fund that invests in them is guaranteed, and either or 
both may fluctuate. Thesetunds may invest in non-U.S. securities, non-U.S. currency-denominated securities, 
which may entail greater risk due to foreign economic and political developments, a small percentage in high 
yield securities and may invest in mortgage-related securities. High yield bonds typicallY have a lower credit 
rating than other bonds. Lower-rated bonds generallY involve a greater risk to principal than higher-rated 
bonds. The funds are non-diversified, which means they may incur greater risk by concentrating assets in a 
smaller number of issuers than a diversified fund. The funds may also invest in common and preferred stocks 
as well as convertible securities of issuers in commodity-related industries. 

Past~rformance is no guarantee offuture results. This material contains the currentopinions of PIMeQ, w1lich are subjectto changewilhout 
notice. Statements concerning financial market trends are based on current markeI condi~(ms, whictJ will fluctuate. There is no guarantee that 
these investment strategies will work under all market conditions, and each investor should ewluate \heir ability to invest for the long term, 
especially during periods of downturn in the market. 
Alpha measures a portlolio's risk~adjusted perlorrnaoce, which is the differeoce.between a portlolio's actual and expected returns, given the 
level of market riSK as measured by beta. The Consumer Price Index (CPO Is an unmanaged index represen~ng the rate of inflation in U.S. 
consumer prices as determined by the U.S. Department of Labor Statistics. 
The Dow Jones UBS Commodity Total Retwn Index is composed of futures contracts on 19 physical commodities. The Slandard & Poor's 
500 Composite Index (S&P 500) is an unmanaged index generally represenla~ve of the U.S. stock market The Barclays capital U.S. 
Aggregare Index is composed of securities from the Barclays Capital GoverrunentlCredit Bond Index, Mortgage-Backfd Securi~es Index 
and ftsset-Backed Securities Index. It is generally considered to be representaliVe of the domestic, investment-grade, fixed-rate, taxable bond 
markel The Credit Suisse Commodity Benchmark is an unmanaged index composed 01 futures contracts an 30 physical commodities. The 
objective of the benchmark is to gain exposure to the broad commodity universe while maintaining sufficient liquidity. Corrmodities were 
chosen based on world production levels, sufficient open interest and volume at trading. The Index is designed to be a high~ liquid and 
diversified benchmark for commodiHes as an assel class. It is not possible to invest directly in an index. 
P1MCO advised funds are distributed by PIMCO Investments LlC. 
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AboutPIMCO 

PIMCD is a leading global investment 
management firm, with offices in 

10 countries throughout North 

America, Europe and Asia. Founded 

in 1971, PIMCD offers a wide range 
of innovative solutions to help 

millions of investors worldwide meet 

their needs. Our goal is to provide 
attractive returns while maintaining 

a st rong culture of risk management 

and long-term discipline. 
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Mutual Funds 
AN dale as of 09130111 , unless. OlherwiH iodicaled. 

Mutual Fun.d_~ 

PIMCO CommodityRealRehlrn Strategy Fund INSTL 
(PCRIX) 

Pertorman<::e quoted represenfs past performance. Past performance is no guarantee of future results. Investment return 
and the principal value of an investment wiD flucruate. Shares may be worl1I more or less than onginal cost when 
redeemed. Current performance may be /owerOf higher than perlormance snown. Performance quoted ~s not reflecl 
any sales chafges, if applicable, and performance would beo /ower if it did. Click PerfomJance tab for performance current 
to the most recent month-eoo. 

PIMCQ 

Print-friendly 
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AbolJ!: this Fund Performance POrtfolio DoaJments 

Objective 
Seeks maximum real retum consistent with pn.JCIent 
investment management 

Primary Portfolio 
Commodity Index-lirU<.ed derivative i'lstruml:H1lS backed by a 
portfolio 01 inflalion-indexed bonds and other fixed income 
securities 

At a Glance 

Symbol 
PCRlX 

CUSIP Number 
722005667 

Total Fund Assets (in millions) 

$22,785." 

Share Class Inception Date 
06128/2002 

Dividend Frequency 
QUARTERLY 

Maximum Sales Charge 

Net Operating Expenses 
0.740 % 

Total Annual Operating Expenses 
0.890 % 

Fund Overview 

Summary 

Capturing tIle di1.lCNijiCOtiOll and infiation
hedging potentia.! of c.ommodirl('s 
\M1h Its innovative Double Reill'" 5\r1l\e~y, this unique Funr:l 
se.k$ to capture the performance potential Of a commodities 
index backed with TreaSlZ)' IOllation-Protected Securities (TIPS). 
The resuliin~ portfolio polantialy offers a double hed!l8 against 
JlfIailon and iI powerful diven;.ific.alion 1001. 

All dala 8S of 10119/11 

Daily Price 

NAV CHG($) 1 Day Rerum 

$7.66 -SO.11 -1 .42% 

Historical Prices 

57.79 

10114111 

Historical dllla 

$7.76 

10117111 

Core Documents 

;",?Of Annual Report ~ 

YTD Rerum 

-6.29% 

$7.77 

10118111 

~.' POf Diviciends and Capital Gains ~ 

& PDF Fund Card Ik.' 
~, POF FtrldOver.o iew ~ 

rtl XLS Holdings Report ~ 

Ii! Xl.S Portfolio Statistics ~ 

~ PDf Prospectus @ 

t:' POF Semi Amual Report @ 

~J PDf Statement of Add~ionallnformation IE 
f.: PDF Summary Prospectus r~: 

Managers 

· Mlhir Worah 

Mr. Worah is a managing director in the 
· Newport 8eacl"\ office, a portfolio 
mane~er , and head of the Real Rerum 
portfolio maMgemen) team . He was 

· previously a member of the analytics team 
and worI<ed on real and nominal term 

My Dock > Register 

structlSe modeling and options pricing. Prior to joining 
PIMCO in 2001 , he was a postOOctorat research associate 

Q,lick Lirity~)Univers~\l!lh~r'(!j.!irt~sp'<ele~ , and the Stanford 
Linear Accelerator Center. where he built models to explain 
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PIMCO I PIMCO Co=odityRealRetum Strategy Fund 

Why Invest In this Fund 

.1 Double Rea/TN jnj1ution~ltcdging stratet.JY 
Instead of ~ves~ng in. physical commodIfies, the Fund pun;hoI!Ui!S 
derivalive$ linked to a broad index, helping 1\ dive~ify v.1thout 
committing lubslanlial capltaI. The Fund then · coILatera!Qes' 
these derivalives with an actJvely manageCl TIPS portfolio. This 
dual apprcaet\ leekl to capitBtize on TGai (afle r·inflation) returns 
from commodities and real returns from TIPS. TIPS mey decline 
in villuelr Inlerest t'illes rise, and may be particularly sensitive if 
real inlere$\ rates riie rapidly. 

A r.ol~eflllly chosen index 
The Fund offer. exposure to the penonnance potential 01 the 
Dow JoneS-UBS Commodity Total Rerum Index. which provides 
broad civ1Irr.ll1cation across 19 phy$iG81 commodities. The Index 
also offflrs an annual reba lancing feature , which may enhilnce 
potential retans, and relies on clearly defllled rules to ensure 
that no single commodity or sector dominates the Index, wI'IIcl'I 
may help redl.lCe volatility. 

VIe dilJf?l·sifjootion potential of cxmlnlOdiries 
Commodities are real assets ~ke oil, metal or grain. CIS opposed 
to "paper" assets like stocks or DOnds. As a result. !hey are 
sensifive 'IO diff.enl economic factors and lend to perform 
orfferenlly, e5 evldenced by their low or negative c.crrela~Ofl 
(tendency 10 move In tandem) wllt\ stocks and bonds. Adcftng 
corrvnoditles to I balanced portfolio mey enhance overall 
dive~i~ca'ion. Ihou\;lh cliversification does fl(lt guarantee a profit 
or protect against loss. . 

Investment Process 

Ralh« Itlan Invest directty in phy$iCIIl commodilies, the Fund 

~:~~~~~~:,:!~=~~a~~·.~=~~u:~~s In 
corrvoodi\),-index·linked derivativt:! inst:rumenl5 and Waugh 
investments in thl PIMCO Cllymllfl Commodity Fund I Lid" I 
wholly owned subsldlary of the Fund organized under t!1e laws or 
the Cayman 1,lands (1M ·Subsidiary'). Tne derivaHve 
instruments In which the Fund ~ the Subsidiary primarity Intend 
to invest are b'lSlrl.6Tle!lts linked to certain commodity indices. 
specifiCl/illy the Oow Jones-UBS Commexity Total RetlXn tl'u~ex. 
Additionany, the Fund or the Subsidiary mey invltSl i1 derivative 
instruments linked to the value of a partiCUlar commodity or 
convnodity flJtl6es contract, or a subset of commodities or 
commodity tutUI'M contracts_ Th. Fund collateralizes the 
commodlty·lnae)(-linked clerlvati~e Instrum.nts by investing its 
assets In an actively managed portfolio of inflatlon-inde)(ed bonds 
and other fi)(ed·income securities. Inflation-indexed bonds offer II 
retum that II linked to changes ifll:he rell!! of inftation. As I resu lt, 
the Fund anemptS to employ II DoI.ble Real .... walegy, seeklrlg 
to capil!l~ze on the !nnation-hedging properties 01 both 
commodities and inl'tation-inde)(ed bands. PIMCO has extenslvl!! 
experience In managing both indl)(-linked sectsities and the 
collilillfal baCking \hjs type of exposure. 

About Commodity-Illdcx-UI1ked InstJ·uments 
Commodities Irl IIssets that have tenglbkl properties, such a, 
oil , melilis Ind agricultural products. ReIher than invest directly In 
these pO.I'sical commodities, the FUI'Io mlly U&e a range of il'ldl)(
~nlled il"!51TUment5 to gain exposurl to the commodities markl!!L 
As wtIh 8rrj commodity-index.-6nked instruments, the value 01 
these instruments may oe affec:!ed by ovwall market mOVttments 
and olhef factors that affect the VallHl of I particular industry or 
commodity, such as weather, disease. embargoes or political 
and regulatory development!>. The markl!!\ for these instruments 
has evolved anc! become more sophisticated, offering risk 
management solutions and ofte~ .cIJr,g IS iI substitute for dIrect 
seeurtties ownatsl'1ip. 

the difference between matter and anli-maUer. He has nine 
years of investment experience and holds II Ph,D. in 
theoretical physics from the University of Chiciigo 
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Investors should consider the investment objectives, riaks, charges and expenses or.the funds carefully before investing. This and other informlltion are contained in the 
fund's prospectus and summary prospectus, if avai lable, which may be obtained by cOntacting your financial advisor or P1MCO representative. Click here for a complete 
list of the PIMCO Funds prospectuses and summary prospectuses. Please read them carefully before you invest or send money. 

A word about risk: 
Fixed income investments al'll subjed to interest rate lisk; their value wif/ normally decline as interest rales rise. Commodities are assets that have langible· properties, such 8S oil, 
metals, and agricultural products. Commoclities and commocmy-index-iinkBd securities may be affected by overall market movements and other factors that affect the value of a 
particular industry or commodity, sVCh as weather, disease, embary-oes, or political and regulatory develOpments. The value of a commodity-linked derivetive is generally based on: 
price movements of a commocJity, 8 commodity futures contract., a comrrr<:Jdily index, or other economic variables based on changes in the commodities markets. Use of derivative 
instruments may involve ceriain costs and n'sks such as liquidity risk, interest rate risk, market risle , etedil risk, managemenf riSk and the lisle thaf a fund COUld nol dose out a position 
when it would be most advantageous 10 do so. Portfolios investing in derivatives could lose inore than the principal amount inveSleci in those instruments. 

Mortgage-backed securities ar& subject to prepayment risk and may be sensJt~ to changes in prevailing Interest rates. Tile value 0' some morlgage-re/ated or asset-backed 
securities may be particularly sensitive to interest rate changes, and there is no assumnce that private insurers of the underlying mortgages or assets will meet their obligations. The 
Fund's commodity exposure is backed I<y a portfolio of inflation-indexed secudties and other fixed~ncome instruments. Inflation-Indexed bonds issued by fhe U.S_ Govemment. known 
as TIPS, are fixecJ.-.4nCDme securities whose principal valve is periodically adjuster! according to the rete of inflation, which wlif affect the interest peyable on them_ Repayment upon 
maturity of the adjusted priridpal velue is guaranteed by the U.S. Government. Neither the current maricet Villue of inflatiorr-iM/il)(/!ld bonds nor the share value of a fund thai invests in 
them is guaranteed, and eilheror bo1h may fluctuate. This Fund may-invest in non-U.S. securities, which may entail greater risk due to foreign economic and political developments: 
these risks l1liJy be enhanced in emerping markets. This Fund Is non-diversifjed, which means it may incur greater risk by concentrating its assets in a smafler number of issuers than a ' 
diversified fund. 

CUCK TO VIEW OUR BUSINESS CONTINUITY PLAN, PROXY POUCIES &. VOTING RECORDS, OR OUR PRIVACY POLICY . 
. PIMCO 
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RYDEX I SGI LONG SHORT COMMODITIES STRATEGY FUND RYDEX iSGI 
HIE INTELUGENT PIJ~S!.;I T OF WE"'~T,"w 

A FUND PROVIDING LONG/SHORT EXPOSURE TO THE COMMODITIES MARKET SECOND QUARTER 2011 

.FUND. HIGHLIGHTS& 
APPLICATJONS' 

• ·Offers broad e~posurE(to the 
. 'commodities markets, .which 

·has :traditiofially_served as·a 
wa'y to partICipa;te}n the grmvth 
of .the global.eco~omy and ·as 
an.' 
inflation hedge 

Long(short strategies may help, 
m'itigate commooiUes portfolio' 
drawdowns .' . . . 

Poten\iallow.noncorrelation 
to equity and fixed income 
markets 

INVESTMENJ STRATEGY 
The fu~d seeks.to .achie~e . pQs~ive 
total returns with 'iess _'volatili~ than 
.the broad commodity markets 

INCOME DISTRIBUTJON 
·FREQUENCY , . 
Annl.,la{if applicable ' . 

FUND TYPE .. 
Commodities 

PO~TFOLIO MANAGE,!S 
Teall) 'managed :: 

BENCHMARK COMPARISONS 

• JPMorgarrGor~GOmmodity-lnv~st-
'" able GlobalAsset RotatOr Sigma 

. Long-S-hortTotaIHeturn Ind.ex 

·S&p·GSCI· . 

.• oj lJE3S- ,:Com.·~~dity -k~d.e~ .. 
. . '., 

SYMBOL.& CUSIPNUII'IBER . 

Symbol :: CUSIP # . 

A-Class RYU~X 78356A244 

C-9Iass· - RYLEX- 78356A,236. 

.H-Class RYLFX . 78356A251 

Institutional 
. _bl~ss 

RYITX .78356A152 . 

.- ;--Fo[ inf~rmation> . 
ca l l -a6o:820~b8-88 or Visit 

. www.r.y"dex.-s~i.com 

RYDEX I SGI LONG SHORT COMMODmES STRATEGY FUND offers broad exposure to the commodi
ties markets through a systematic trend-i dentifying strategy that seeks to explo(t both rising and falling price 

trends . 

The fund may be up to 100% long and 100% short (200% gross exposure) at times in energy, metals and 
. agricultural commodities. The long short approach may m itigate the volatility and drawdowns often experi

enced in long-only commodities investing, while attempting to preserve other characteristics often found in 

commodity investments, such as the potential for a low correlation to equity markets and use as an inflation 

.hedge. 

INVESTMENT PROCESS 
The fu nd fo ll ows a transparent investment met hodol ogy t hat: 

• Seeks to identify longer-term price trends·in 14 commod it ies futures 

• Tests recent price movements for cons istency relative to the longer·term trend 

• Weights positions equally 

• Attempts to control for expected portfolio vo lati l i ty 

Investment Universe 

Energy _- _ - ;. 

;:.Ga-Scill~}~:> , 
-~~~~t{~f9i!-:-:/"" . 
·B'r~·ntC~ud~-·, 
WTICrodL " 

Industrial Metals ~. 

· f\jickel 

"-~:': ,,~~¥~--~~~:~~.;, 
~gpp~.r:~~t 

..AlqrDin"um .:. 

-, ·Silver 

." • Gold 

Illustrative Summary 
Consistency Score/Stop Loss 

Wheat · 

Soybeans -

. Com 

Rydexl SGllong Short Commodities Strategy Fund Is subject to a number of risks and may not be suitable for all Investors.. • The fund 's use of derivatives such as futures. 
oPtions, structured notes and swap agreements may expose the fund to additional risks that it would not be subject to if it invested directly in the securities underlying those 
derivatives .• A highly liquid secondary market may not exist for the commodity-linked structured notes the fund invests in, and there can be no assurance that a highly liquid 
secondary market will develop. The fund's exposure to the commodity markets may subject the fund to greater volatility as commodity-linked investments may be affected by 
changes in overall market movements, commodity index volatility, changes in interest rates or factors affecting a particular industry or commodity-such as droughts, floods, 
weather, embargos, tariffs and international economic, political and regulatory developments .• The fund's use of short selling involves increased risk and costs. The fund risks 
paying more"for a security than it received from its sale, Theoretica lly, securities sold short have the risk of unlimited losses, The more the fund invests In leveraged instruments, 
the more the leverage will magnify any gains or losses on those Investments .• The fund's Investment In other investment companies, including ETFs, subjects the fund to those 
risks affecting the investment company, Including the possibilrtythat the value of the under1ying securities held by the investment company could decrease. Moreover, the fund 
will incur its pro rata share of the expenses of the under1ying investment companies' expenses. • Securities are not deposits or obligations of any bank, are nct. guaranteed by 
any bank, are not insured by the FDIC or any other agency, and involve investment risk, including the possible loss of the principal amount invested .• See the prospectus for 
more details .• The fund is considered nondiversifled and can Invest a greater portion of Its assets in securities of individual issuers than a diversified fund, I>s a result, changes 
in the market va lue of a single security could cause greater fluctuations in the value offund shares than would occur in a more diversified fund. 



RYDEX I SGI ALTERNATIVE MUTUAL FUNDS OFFER: 

· Daily liquidity. 

• Daily performance in addition to semi-annual and annual reports. 

• Convenience of 1099s for tax reporting. 

• Availability to all investors*, depending on investment minimums and invest'?' suitability. (Not subject to investor accreditation.) 

· SEC-registered and-regulated. Although registration with the SEC is a requirement for a 1940 Act mutual fund, neither the SEC 

nor any other regulatory organization endorses, indemnifies or guarantees the fund's performance. 

*Excluding non-resident aliens. 

AVERAGE ANNUAL TOTAL RETURNS (AS OF 6/30/2011) 

Gross/ Net Inception 
YTD' I -Year 3-Year 5-Year iO-Year SI Expense Ratio3 Date 

A·Sh",. Class (w/load) ·1.55% 15.98% n/ a n/ a n/ a 4.60% 2.09%/1.93% 6/ 25/09 

A-Sh",. Class (NAV) 3.37% 21.78% n/ a n/a n/a 7.17% 2.09%/1.93% 6/25/09 

C-Shar. Class (w/ load) 1.99% 19.90% n/ a n/ a n/ a 6.35% 2.83%/2.67% 6/ 25 / 09 

C·Shar. Class (NAV) 2.99% 20.90% n/a n/ a n/ a 6.35% 2.83%/2.67% 6/25/09 

H-Share Class 3.38% 21.79% n/a n/ a n/a 7.15% 2.07%/1.91 % 6/25/09 

Institutional Class 3.53% 22.15% n/ a n/ a n/ a '. 7.88% 1.88%/1.70% 5/03/ 10 

C-IGAR Sigma Index' 3.56% 25.30% n/ a n/ a n/ a 11.59%' n/ a -

S&P GSCI' 2.71% 26.11% -21.66% -6.16% 3.69% 9.10%' n/a -
.. 

DJ DES Commodity Ind.x' ·2.58% 25.80% -11.82% -0.05% 6.59% 13.21 %' n/a -

Performance displayed represents past performance, which is no guarantee of future results. Investment return and principal value 
will fluctuate so that when shares are redeemed, they may be worth more or less than original cost. Returns reflect the reinvestment 
of all dividends. Current performance may be lower or higher than the performance data quoted. For up-to.<Jate fund performance, 
including performance current to the most recent month~nd, visit our web site at www.rydex-sgi.com. Class A-Share with load perfor-
mance reflects a maximum sales charge of 4. 75%. A-Share Investors may b~ eligible for a reduction In sales charges: Under certain circumstances, 

there may be a CDSC of 1% for redemptions within 12 months of purchase. Class C-Share with load performance reflects a maximum contingent de-
ferred sales charge (CDSC) of 1 % for shares redeemed within 12 months of purchase. For additional information, see the fund's prospectus. 

Effective July 11, 201.1., the fund's Investment objective changed from seeking to track the perlormance of a benchmark to seeking to achieve positive absolvte returns. 
The fund's principal investment strategy was a/so revised to reflect the new objective. 

1 Partial-year returns are cumulative, not annualized. Performance results are short-term and may not provide an adequate basis for evaluating the performanc~ 

potential of the fund over varying market conditions or economic cycles.2 Returns are for the period 6/ 25/ 09- 6/ 30/2011 (since inception of Rydex I SGllong Short 
Commod ities Strategy Fund H-Class). l The net expense ratio reflects the advisor"s agreement to waive the management fee it receives f rom the fund in an amount equal 
to the .management fee paid to the advisor by the subsidiary. This undertaking will continue in effect for so long as the fund invests in the subsidiary, and may be termi-

nated only with the approval of the f und 's board of trustees. In any event, this undertaking will continue through April 30, 2012. See the prospectus for more informatiOn. 
'C·IGAR Sigma, S&P GSCI and DJ UBS Commodity Indices are shown ,as performance comparisons. The referenced indices are unmanaged and not ava ilable for 
d irect investment Index performance does not reflect transaction costs, fees or expenses. 

Indexdiscialmer:J.P.Morganand JPMorganCoreCommodity-tnvestabIeGlobaIAssetRotatorSigma long-ShortlndexaretrademarksofJ.P.MorganSecuritiesltd. (togetherwith 
its affiliates, ~ J.P. Morgan~)and have been licensedforuse by Rydex Investments and its affi liates. The information and JPMorgan CoreCommodity-investable Global Asset Rotator 

Sigma Long·Short Index may not be copied, used or distributed withoutJ. P. Mor*an·s prior written approval. Copyright2011,J.P_ Morga n. All rights reserved. Rydex I SGt Long Short 
Com modities Strategy Fund is not sponsored ,endorsed, sold or promoted by J.P. Morgan and J.P. Morgan makes no representation rega rdingtheadvisabilityofinvestingin thefund. 

For more complete information reganling the fund, call 800.820.0888 01 visit www. 
rydex-sgJ.com for a prospectus and a summary prospectus (ff available). Investors 
should carefully con~ider the Investment objectives, risks,_ charges and expenses of 

RYOEX ! SGI a fund before investing. The fund's prospectus and its summary prospectus (if avail· 
able) contains this and other Information about the fund. Please read the prospectus 
and summary prospectus (If available) carefully before you Invest or send money. THE INTELLIGENT PURSUIT OF WEALT H ~" 

RydexlSGI funds are distribllted by Rydex Oistriblltors, LLC (ROl). Security Investors, LtC (SI) 
is a registered investment advisor, and does business as Security Global Investors- and Rydex Fo r information. ca l l 800.820.0888 
Investments. SI and RDl are affi liates and are subsidiaries of Security Benefit Corporation, which is or visit www.rydex-sgLcom 
wholly ovvned by Guggenheim SBC Holdings, LLC, a special purpose entity managed by an affiliate 
of Guggenheim Partners, LLC, a diversified financial services firm with more than $100 billion in 
assets under supervision. QTR-fSlSCR-0611 x0911 #3199 



RYDEXISGI MANAGED FUTURES STRATEGY FUND RYDEX ISGI 
TH£ HlTE ... U ('; (PH ;>URSU IT OF W ~"'lT H '''' 

A FUND OFFERING BROAD EXPOSURE TO THE COMMODITIES AND FINANCIAL MARKETS AND SECOND QUARTER 2011 

SEEKING TO CAPTURE PRICE TRENDS IN BOTH RISING AND FALLING MARKETS 

FUND HIGHLIGHTS & 
APPLICATIONS' . 

A medium-term-trend

following managed-futures 

~trategy 

• Balanced.exposure 
between com'mo.dities ~nd 
financial marke~ -'but does 
not take short positions in 
energy) . ,~." 

Investment methodology is 

primarily based on the 'S&P 

Diversified Trends Indicator 

INVESTM ENT PROCESS 
, RydexlSGI Man~ged Futures 
. Strategy Fund seeks to 

. ' achi~ve positive absolu~e 
returns. 

TOTAL ASSETS 

$2,592,373,196 . 
(As of 6/30/2011) 

INCOME DISTRIBUTioN 
FREQUENCY ' 

.. Annual, if appli,cable 

FUND TYPE 
Alternative Investment Fund 

PORTFOLIO MANAGER" 
Team man"aged 

BENCHMARK 
COMPARISONS 

• S&P Diversified :rrerids 
. Indicator 

• Bank of Mn.erica' fv'!errill 
lynch 3 Month T~easury Bill ' 

Syi"BOL & CUSIP NUMBER 

SYrnbo~ CUSIP # 

A-Class . RYMTX 78356A517 

H-Class RYMFX 7B356A491 

C-Class . RYMZX , 7B356A525 

Institutional RYIFX 
Class · 

78356A145 

For inform~tion, 
call 800.258.4332 or 

visit www.rydex,sgLcom 

RYDEXISGI MANAGED FUTURES STRATEGY FUND seeks to achieve posi"ve absolute returns us
ing a rules-based trend-following strategy. It represents a composite of commodity and financial futures 

designed to provide exposure to both up and down major global market price trends.·Positions may be 

either long or short based on current prices relative to their moving averages. 

SECTOR WEIGHTINGS 

The fund gains exposure to 14 sectors, with 50% allocated to fi nancial futures and 50% to commodity 

futures. Each month, the fund's sector exposure is rebalanced to the weightings identified below, and 

sectors may be positioned e ither long or short, depending on current prices relative to their medium-term 

moving averages. The one exception is the energy sector, which cannot be held short because of political 

issues, economic changes and other ri sk factors unique to that sector. Should the energy sector take a 

neutral posit ion, its weighting w ill be allocated proportionately to the other sectors. 

P1"!ysical Commodlties-::-SO% 

Softs 4.50% 

Grains 11.50% 

Livestock 5.00% 

PreCious Metals 5 .25% 

IndUstria l Metals 5.00% 

Energy 18.75% 

CompOSition is subject to change. 

Flnanclals-SO% 

Australian Dollar 2.00% 

British Pound 5.00% 

Canadian Dollar 1.00% 

Euro 13.00% 

Japanese Yen 12.00% 

Swiss Franc 2.00% 

u.s. Treasury Bonds 7.50% 

u.s. Treasury Notes 7.50% 

:l.RydexlSGI Managed Futures Strategy Fund is subject to a number of risks and may not be suttable for allinves
tors, Investing in mutual funds involves risk and does not assure a profit.· The fund's use of derivatives such as 
futures, options, structured notes and swap agreements may expose the fund to additional risks that it would not be 
subject to if it invested directly in the securities underlying those derivatives. A highly liquid secondary market may not 
exist for the commodity-linked structured notes the fund invests in, and there can be no assurance that a highly liquid 
secondary market will develop .• The fund 's exposure .to the commodity and currency mark.ets may subject the fund 
·to greater volatility as commodity- and currency-linked derivative investments may be affected by changes in overall 
market movements, commodity Index volatility, changes in Interest rates or factors affecting a particular industry, com
modity or cl!rrency, such as droughts, floods, weather, livestock disease, embargos, tariffs and international economic, 
political and regulatory developments. The fund may also incur transaction costs with the conversion between various 
currencies .• The fund's use of short seiling involves increased risk and costs. The fund risks paying more for a se
curity than it received from its sale. Theoretically, securities sold short have the risk of unlimited losses .• The fund's 
investment in other investment companies, including fis, subjects the fund to those risks affecting the investment 
c;:ompany, including the possibi11ty that the value of the underlying securities held by the investment company could 
decrease. Moreover, the fund will incur Its pro rata share of the expenses of the underlying investment companies' 
expenses . • This fund is considered nondiversified and can invest a greater portion of its assets In securities of indi
vidual issuers than a diversified fund. As a resutt, changes in the market value of a single security could cause greater 
fluctUations In the value of fund shares than would occur in a more diversified fund ... Securities are not deposits or 
obligations of any bank; are not guaranteed by any bank, are not insured by the FDIC or any other agency. and involve 
investment risk .. including the possible loss ot the principal amount invested ... See the prospectus for more details. 

"S&?P and "Standard & Poor's·- are trademarks of Standard & Poor's FInancial Services, LLC and have been licensed 
for use by Rydex I SGI. Rydex I SGI Managed Futures Strategy Fund is not sponsored, endorsed, sold or promoted by S&P, or 
Alpha Financial Technologies, Inc. ("AFT"), the owner of the Diversjfied Trends Indicator methodology, and S&P and AFT 
make no representation regarding the advisability of investing in the fund. 



RYDEXISGI ALTERNATIVE MUTUAL FUNDS OFFER: 

• Daily liquidity. 

PORTFOLIO RISK/RETURN METRICS 

Since Fund Inception (3/02/2007 - 6/30/2011) 
• Daily performance in addition to semi-annual and annual 

reports. 
• Convenience of 10995 for tax reporting. 

Annualized StandardDeviation6 

i RTh1FX I S&P DTI I ~: 
• Availab ility to all investors* , depending on investment 

minimums and investor suitability (Not subject to investor 
accreditation). 

• SEC registered and regulated. Although registration with 
the SEC is a requirement for a ,1940 Act mutual fund, 

i J 1.41 11 45 I 0.37 

~~aliZ:dAlPh .. ,---__ ._ --,Ir--· __ ..:~=.~8.:.5-+_.:.~:.:.~2:..1 __ .+-I .--=~c.::~..:~_ 
Sharpe Ratio' I -0.02 I 0.05 i 0.00 

neither the SEC nor any other regulatory organization 
endorses. indemnifies or guarantees the fund's performance. 

*Excluding non-resident aliens. Corre1ation l
Oto S&P 500 __ L -0.13 -t--- -0.10 

Correlation1o to 11L 3M T-Bills I 0.04 0.05 

L~ __ 
I 1.00 

Source: FactSel Calculations performed using da,ily da ta points. 

AVERAGE ANNUAL TOTAL RETURNS (AS OF 6/30/2011) 
Gross Net Expense Inception 

YTD' I-Year 3-Year 5-Year lO-Year SI Expense Rati03 Ratiol Date 

A-Class (w/load) -5.80% -4.28% -4.26% n/ . n/ . 0.19% 2.04% 1.97% 03/ 02/ 2007 

A-C1as, (NAV) -1.09% 0.51% -2.69% nh n/ . 1.32% 2.04% 1.97% 03/ 02/2007 

C-Qass (w/1oad) -2.42% -1.24% -3.42% n/ . n/ . 0.57% 2.79% 2.72% 03/ 02/ 2007 

C-CJas, (NAV) -1.44% -0.1.4% -3.42% n/. n/ . 0.57% 2.79% . 2.72% 03/02/ 2007 

H-Class -1.09% 0.51% -2.69% n/. n/. 1.32% 2.04% 1.97% 03/0~/2007 

Institutional Class -0,93% 0.83% n/. n/. n/. 0.03% 1.78% 1.72% 05/03/20 10 

S&PDTr 0.69% 2.99% -2.72% n/. n/. 2.18%s - - -
Bank of America Merrill Lynch 

0.08% · 0.16% 0,42% n/. n/. 1.52%s - - -
3-Month Treasury Bill· 

Performance displayed represents past performance, which Is no guarantee of future results. Investment return and principal value 
will fluctuate so that when "shares are redeemed, they may be worth more or less than original cost. Returns reflect the reinvestment 
of all dIvidends, Current performance may be lower or higher than the performance data quoted_ For up-to-date fund performance, 
Including performance current to the most recent month-end, visit our web site at www_rydex-sgi.com_ Class A-Share with load perfor
mance reflects a maximum sales charge of 4. 75%. A-Share investors may be eligible for a redpcfion in sales charges. Under certain circumstances, 
there may be a COSC of 1 % for redemptions within 12 months of purchase. Class C-Share with load performance reflects a maximum contingent 
deferred sales charge (COSC) of 1% for shares redeemed within 12 months of purchase. For additional information, see the fund 's prospectus. 

Effective July 11, 2011, the fund's investment objective changed from seeking to track the performance of a benchmark to seeking to achieve positive · 
absolute returns. The fund's principal investment strategy was also revised to reflect the new objective. 

2 Partial-year returns are cum ulative, not annua lized. Performance results are short-term and may not provide an adequate basis for evaluating the 
performance potential of the fund over varying market cond itions or economic cycles_ 3 The net expense ratio reflects the advisor's agreement to 
waive the management fee it receives from the fund in an amount equal to the management fee paid to the advisor by the subsidiary. This under
takIng will c"ontinue in effect for so long as the fund invests in the subsidiary, and may be terminated only with the approva l of the fund's board of 
trustees. In any event, this undertaking will continue throu,gh April 30, 2012. See the prospectus for more informatIon. ~The S&P OTt and Bank of 
America Merrill Lynch 3-Month Treasury Bill are shown as performance comparisons. The referenced indices are unmanaged and not availab le for 
direct investment. Index performance does not reflect transaction costs, fees or expenses.!> Retu rns are for the period 03/02/2007-6/30/2011 
(since inception of Rydex! SGI Managed Futures Strategy Fu nd H·Class). SStandard "deviation is a statistical measure of the historical volatility of an invest
ment More generally, a measure of the extent to which numbers are spread around their averages. The higher the number, the more volatility is to be expected_ 
1 Beta: A measure of a fund's sensitivity to market movements. The beta of the market is 1.00 by definition. Morningstar calculates beta by comparing a fund's ex
cess return over Treasury bilts to the market's excess return over Treasury bills, so a beta of 1.10 shows that the fund has performed 10% better than its benchmark 
index in up markets and 10% worse in down markets, assuming all 'other factors remain constant. Conversely, a beta of 0.85 indicates that the fund's excess return 
is expected to perform 15% worse than the market's excess return during up markets and 15% better during down markets. a Alpha: A coefficient, which measures 
risk-adjusted performance, factoring in the risk due to the specific security, rather than the overall market. A high value for alpha implies that the stock or mutual fund 
has performed better than would have been expected given its beta (volatility). ' Sharpe ratio is a risk-adjusted measure developed by Willia"m F. Sharpe, calculated 
using standard deviation and excess return to determine reward per unit of risk. The higher the Sharpe ratio, the better the fund's risk·adjusted performance. The 
3% represents the risk-free rate of return, usually based on the three-month U.S. Treasury Bill. lOCorrelatlon is a statistical measure of how two securities move in 
relation to each other. This measure ranges from -1 to +1, where -1 indicates perfect negative correlation and +1 indicates perfect positive correlation. 

Read" the fund's prospectus and summary prospectus (if available) carefully before 
Investing. It contains the fund's investment "objectives, risks, charges, expenses and 
other information, which " should be considered carefully before Investing. Obtain 
a prospectus and summary prospectus (if available) at www.rydex·sgl.com or call 
800.258.4332. 
RydexlSGI funds are distributed by Rydex Distributors, LLC (ROLl. SecurIty Investors, LlC (SI) 
is a registered Investment advisor, and does business as Security Global investors" and Rydex 
Investments. SI and RDl are affiliates and are subsidiaries of Security Benefit Corporation, which 
is wholly owned by Guggenheim SSC Holdings, LLC, a special purpose entity managed by an affili
ate of Guggenheim Partners, LLC, a diversified financial servipes firm with more than $100 billion 
In assets under supervision. QTR-FSMF-0611 x0911" #3201 

RYDEX ISGI 
THE. INTElLIG ENT PURSU IT OF WEALTW'· 

For information, call 800.258.4332 

or visit www.rydex-sgl.com 



Van Eck CM Commodity Index Fund August 2011 

vaneck.com/cmc I vaneck.com/commodHies CMCAX COMIX CMCYX 

... ,,; ' . - .. :. . '. ,: " '. ,," . - .'~-- ,,, -::,~, <: ',,:, ." . . ", , " ' . . ,;. . 
Th~ Vi\I1 Eok CMCO)11niodity Inde~ Fund I.s a passively:managed.miJji"ii. tqnd !hat seeks to' track, belgre i"es and experises, the pertormance 
at the Uli. BIQoniberg Constani Maturity Commodity n;tai'Reiumind'ex i' CMCi"). The CMCI.einpiQYsaniethodology that seeks.to minhnize 
exp·~sWe. to thE! fro.nf~nd at" the f~~r~~'-~urve' an.d .dive_~~i~ .ac~{t'~~Hjryii~~. BY spnuidJ~g J~ expo'sure acroSs mutUple maturiti~s, the index can 
pqtentially mitigate the impacts '01 contango and negatiVe roll yield • . . . '. .. . . . 
.".'1 ". . ':' ',. . . 

CMCI Target Weightings ('!o): 2H 2011 

Precious Mita~ (5. 94) . 

Uvesmck (3.93) 

10% . ?O% 

Expenses: Class A:. Gross 1.52%; Net 0.95%; 
Class I: Gross 0.98%; Net 0.65% and Class Y: 
Gross 1.27%; Net 0.70%. Expenses are capped 
contractually until 05/01/12 at 0.95% for Class 
A, 0.65% lor Class I and 0.70% for Class Y. Caps 
exclude certain expenses, such as interest 

The tables present past performance which is 
no guarantee of future results and which may 
be lower or higher than current performance. 
Returns reflect applicable fee waivers andlor 
expense reimbursements. Had the Fund incurred 
all expenses and fees, Investment retums would 
have been reduced. Investment returns and Fund 
share values will fluctuate so that investor's 
shares, when redeemed, may be worth more or 
less than their original cost Fund returns assume 
that dividends and capital gains distributions have 
been reinvested in the Fund at NAV. Index returns 
assume that dividends of the Index constituents il 
the Index have bee.n reinvested. 

This Fund is newly offered and has a limited 
. operating history. The performance shown for the 
indices does not reflect fees and charges, which 

.. , ..... _ .. _. __ .?-l~_!~§~~~~.~it!!.!!tl.the . p!lr'ibase ?-n~ ownership 
of the Fund. Indices are not securities in which 
Investments can be made. 

Inye~~m~nt .AP.jJr~a4h . . .. 
.• jhef:,jh{~~~R~\D\i~cR'ih~ p"itaim'nceo!the CMtl by primariiy invesiingln commodity-linked 
.. "::'de~yativ8"'fhstffim~nffi'aHti'ffiole~ctiftS'e'fVative 'fiXed Income seCUrities, such as U:S. TreasurY Sills 
liThe Fij\idii'i~y:fuViisiln insirt;n'eniSliriked to' tlle hi~e' of 'i particulatcdinmoditY'or ', ' 

. . ::"" . . ~~ •.• \,.~_,,,-:;<*,, :,. :' . .1..' • .f..: .• '",,,'.-: ., .. ~ • .: :., ... {.-" •• . ,, _ .... . . . - . •• ; ; •• , ' • • ·r·" , .. ... : 
com.mo~.lty}utur~p ~ontract)~rough a wholly-owned subsld,.ry 01 the Fund formed 
in the Caym.an Isla.nds . 

UBi; si",,,iJberg GMCIHigiiJights . ' .. 
• Diver~ified across 2i' ;;6;;;in;diiyb'oii{ponents and up to. five maturities .' 
iI Pilten~ailor higheriisk,:aiij~deaieiUmstlianiriidiiionai 'comniiidiiy ii"lIces 
.• C;;n~i~ni MaiE~~:,,;pp'~~a.ch:~airbbrling~.t .~ ,~t1j~1i p!opbrtionqi uriderlying contracts 
• Monthly rebalan~mg: limlt~d concentration risk to any o·ne underlying commodity . . : - .. ,: ..... , . . .. . , .. . . ,. . . . . . 

Fund Facts as of 08/31/11 

5 

Average Weighted Contract Maturity 7.7 Months Number of Commodity Components 27 

Average Annual Total Returns ('!o) as 0108/31/11 

1 Mo' 3 Mol YTD' 1 Yr 3 Yr 5 Yr 10 Yr Ufe1 

·C I~ss A: .. NAY On"~~p~i~·~J~~.l.Ho) ' O.t4" 0.90 '5.07 . ... . . ........ 
Class A: Maximum 5.75% load -6.42 ·5.76 -0.96 

· . . ,.; .... . ·· · .. ~·v., .. ,:· _,': : ... .... 
·CO.64' 0.21 : C.I~ls.J: . ~~Y;(I"~c\pJion, .1 ?/31/1,Q) . ~~. ' :-l, • . ,. 5.41 

Class Y: NAV Onception 12131110) -0.64 0.11 5.29 
UBS S'loombergcr,icl" . . ..... - . . . . ~O.66 . 0.27 5.99 31.35 -0.39 7.06 

Average Annual Total Returns ('!o) as of 06/30/11 

1 Mo' 3 MO' YTD' lVr 3 y, 5 Yr 10 Yr U1e2 

CI~ssA:NAij· ilnceplionl·2Iij'1 ·0) .' 
• ' ., • •• • • • ' . , ••••• ~ • • • _ J . , 

." .~2.6t· · • · f· "'··· -4,42 .2.25 
Class A:. Maximum 5.75% load -B.2B -9.92 -3.61 

Class.!:. \lAY (!~E}p'iIQPXii31!rO) ;""~~~7 .... . "pi ... 2.4B · --

Class Y: NAV (Inception 12131'1 Of -2.57 -4.31 2.48 
· UB~ BloqmbJrg .c~~i;·.~~ ;.; ' . ·< d.s6 '·· -4.12 .. 3.00 . .35.36 ·5.97 -- 6.64 · . . . , .... 0 .. . ... ._ . 

NAV History (Class A) 
., 2-Mi:mth High .. '2-Month Low 

$9.33 

lOne-month and year-to-date returns are not annualized. 
2UBS Bloomberg CMCll!ve track record (inception) begins on January 1, 2007. 



Van Eck CM Commodity Index Fund August 2011 

CMCAX COMIX CMCYX 

2011 Monthly Returns (%J 

Jan Feb. March April May June August August Sept Oct No, Dec Year 

gi~~e.: NAV ,',' .. . .. - .. ' .... ," , ~- ' . . 
. ·~0.74 3:27 2:~2 0.96 2.00.' · .:3:72 .. . ;2,96 . . ,,~,!i2 ' 

' .. ", 

U8S Bloomberg CMCI 3.52 2.73 1.01 2.13 -3.66 ,2.56 3.59 -0.66 

Returns reflect capital-appreciation and the reinvestment of dividends and capital gains, if any, as well as all fees and expenses but do not reflect any sales load. 
All indices are unmanaged and include the reinvestment of all dividends, but do not reflect the payment of transaction costs, advisory tees or expenses that are associ
ated with an investment In the Fund. An Index's performance is not illustrative of the Fund's performance. IndIces are not securities in which investments can be made. 
Resutts reflect past performance and do not guarantee future'results, See'the reverse side for complete perfonnance information. 

Three-Year Max Orawdown (%J as of 08/31111 Three-Year Volatility (%) as of 08/31/11 CMCI Three-Year Correlation as of 08/31111 

~~f~t~6in:tiefgC~fl ' :.i.4;!4 B.ai¢a~ Agg'Borid Index . 0,14 

S&P GSCllndex -60.32 S&P GSCllndex 29.46 S&p· 500 Index 0.82 

S&P" 500 Index -41.62 S&P" 500 Index 21.50 

MaximUm drawdown is the largest negative change In tund value OVer a given period of time, Volatility is the annualized standard deviation of monthly returns. Cor~ 
relation describes a complementary or parallel relationship between two investments. The correlation coefficient is a measure that determines the degree to which two 
variables' movements are associated and will vary from ~ 1.0 to 1.0. ~ 1.0 indicates perfect negative correlation, and 1.0 indicates perfect positive correlation. 

Know Your Terms: Contango occurs when the price of a futures contract Is above the expected future spot price at the time the contract expires. Negative roll yield is 
the amount of return lost In a contango market . 

Know Your Indices: The Dow Jones-UBS Commodity Index (DJUBS) is composed of Mures contracts on 20 physical commodities covering seven sectors, specifically 
energy, petroleum, precious metals, industrial metals, grains, livestock and softs. Energy exposure is limited to no more than 33%; manager cannot invest above that 
level no matter how favorable the energy market The S&P® Goldman Sachs CommodIty Ind~x {S&P GSCn Is a composite index of commodity sector returns, repre~ 
senting an unleveraged, loog~only investment in commodity futures. High energy concentration; limited diversification, The index benef!ls when energy is strong, and 
suffers when energy is weak. Lastly, the S&P® SOD Index consists of 500 widely held common stocks covering industrial, utility, financial and transportation sectors . . 
The Barclays CapItal Global Aggregate Bond Index is composed of the mortgage~backed and asset-backed securities and government/credit bonds. All indices are 
unmanaged and include the reinvesbnent of all dividends, but do not reflect the payment of transaction costs, advisory fees or expenses that are associated with an 
lnvestmen1 in the Fund. M index's performance is not illustrative of the Fund's performance. Indices are not securities in which Investments can be made. 

UBS and Bloomberg own or exclusively license, solely or JOintly as agreed between them a\1 proprietary rIghts with respect to the Index. In no way do UBS or 
Bloomberg sponsor or endorse, nor are they otherwise involved In the issuance and offering of the Fund nor do either of them make' any representation or war~ 
ranty, express or implied, to the holders of the Fund or any member of the public regarding the advisability of investing in the FUnd or commodities generally or 
in futures particularly, or as to results to be obtained from the use of the Index or from the Fund. 

You can lose money by investing In the Fund. Any investment in the Fund should be part of an overall investment program, not a complete program. Commodities are 
assets that have tangible properties, such as oil, metals, and agriculture. Commodities and commodity-linked derivatives may be affected by overall market movements 
and other factors that affect the value of a particular industry or commodity such as weather, disease, embargoes or political or regulatory developments. The value of 
a commodity~ linked derivative is generally based on price movements of a commodity, a commodity futJres contract, a commodity index or other economic variables 
ba5;ed on the commodity markets. Derivatives use leverage, which may exaggerate a loss. The Fund Is subject to the risks associated with its Investments in commodity~ 
linked derivatives, risks of Investing in wholly owned subsidiary, risk of tracking error, risks of aggressive investment techniques, leverage risk, derivatives risks, 
counterparty risks, non-diversification risk, credit risk, concentration risk and market risk. The use of commodity-linked derivatives such as swaps, commod)ty~link.ed 
structured nates and futures entails substantial risks, including risk of loss of a significant portion of their principal value, lack of a secondary mar.ket, increased volatility, 
correlation risk, liquIdity risk, interest-rate risk, market risk, credit risk, valuation risk and tax risk. Gains 'and losses from speculative positions In derivatives may be 
much greater than the derivative's cost. At any time, the risk of loss of any individual security held by the Fund could be significantly higher than 50% of the security's 
value, Investment in commodity markets may not be suitable for all investors. The Fund's investment in commodity-linked derivative instruments may subject the fund to 
greater volatility than investment in tradItional securities. For a description of these and other risk considerations, please refer to the Fund's prospectuses, which should 
be read carefully before you jnves~. Again, the Fund offers investors exposure to the broad commodity markets, currently, by investing in commodity-linked swaps, 

Please call BOO.826.2333 or visit vaneck, com for performance information current to the most recent month end and for a free prospectus and 
summary prospectus. An investor should consider the Fund's investment objective, risks, and charges and expenses carefully before investing. 
The prospectus and summary prospectus contain this and other information. Please read them carefullybetQr_e investing. 

vaneck.com 800.826.2333 

Van Eck Securities Corporation, Distributor 
335 Madison Avenue I New York, NY 10017 
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EXCESSIVE SPECULATION 
IN THE NATURAL GAS MARKET 

JUNE 25, 2007 

I. EXECUTIVE SUMMARY 

Since 2001, the U.S. Senate Permanent Subcommittee on 
Investigations ("the Subcommittee") has been examining the structure 
and operation of U.S. energy markets, In June 2006, the Subcommittee 
issued a bipartisan staff report, The Role of Market Speculation in Rising 
Oil and Gas Prices: A Need to Put the Cop Back on the Beat, 1 analyzing 
the extent to which the increasing amount of fmancial speculation in 
energy markets has contributed to the steep rise in energy prices over the 
past few years. The report concluded: uSpeculation has contributed to 
rising U.S. energy prices-," but also that "gaps in available market data" 
made quantification of the speculative component problematic.2 The 
report endorsed the estimate of various analysts that the influx of 
speculative investments into crude oil futures accounted for 
approximately $20 of the then-prevailing crude oil price of 
approximately $70 per barrel. The report's analysis was based entirely 
on publicly available data about the overall level of fmancial 
investments in energy markets and publicly available data on energy 
prices and supplies. 

The Subcommittee's staff report recommended that the 
Commodity Futures Trading Commission ("CFTC") be provided with 
the same authority to regulate and monitor electronic energy exchanges, 
such as the Intercontinental Exchange ("ICE"). as it has with respect to 
the fully regulated futures markets, such as the New York Mercantile 
Exchange ("NYMEX"), to ensure that excessive speculation did not 
adversely affect the availabi lity andaffordability of vital energy 
commodities through unwarranted price increases. Congress has not 
taken any action since then to authorize CFTC oversight of unregulated 
energy markets like ICE. 

Shortly after the Subcommittee issued the report in 2006. the 
natural gas market entered a period of extreme price volatility 
punctuated by the collapse in September 2006 of Amaranth Advisors 
LLC ("Amaranth"). one of the largest hedge funds in the natural gas 
market. From the last week in August until the middle of September 
2006, Amaranth's natural gas positions lost over $2 billion in value, 
precipitating the liquidation of the entire portfolio of the $8 billion fund. 

! S. Prt. 109-65, 109,h Congress, 2nrl Session (June 27, 2006). 
lId., at p. 6. 
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In late summer, natural gas prices began falling, For example, the 
price of the NYMEX futures contract to deliver natural gas in October 
2006 fell from a high of $8.45 per MMBtu in late July to just under 
$4.80 per MMBtu in September, the lowest level for that contract in two 
and one-half years. The difference in price between the NYMEX 
natural gas futures contract for March 2007 and for April 2007 - called 
the price spread - fell from a high of nearly $2.50 per MMBtu in July to 
less than 60 cents in September, a drop 0[75 percent. The price for the 
immediate delivery of natural gas, called the spot price, fell from $7.49 
pef MMBtu in late August to $3.66 per MMBtu in early October, the 
lowest level in four years.3 The Electric Power -Research Institute 
described this price collapse as "stunning . . , one of the steepest 
declines ever.,,4 

Throughout this period, the market fundamentals of supply and 
demand were largely unchanged. Nannal gas supplies were plentiful, 
and the amount of natural gas in storage remained higher than average 
throughout the summer and into the early fall. The large price variations 
in the face of steady supply and demand trends raises several questions: 
lfthe underlying supply and demand factors were unchanged, what was 
causing the large price swings? To what extent was the collapse of 
Amaranth related to the fall in prices? If Amaranth's collapse either 
caused or accelerated the price drops, then were Amaranth ' s positions 
responsible fo r the higher prices and large spreads that prevailed 
throughout the summer? Was there adequate market oversight to ensure 
that large hedge funds were not distorting natural gas prices? 

In October 2006, the Subcommittee began its investigation into the 
behavior of natural gas prices earlier in the year. The Subcommittee 
analyied millions of natural gas transactions from trading records 
obtained from NYMEX and ICE, the two principal exchanges for energy 
commodities, and from Amaranth and other traders. In addition, the 
Subcommittee conducted numerous interviews of natural gas market 
participants, including natural gas traders, producers, suppliers, and 
hedge fund managers, as well as exchange officials, regulators, and 
energy market experts. NYMEX, ICE, Amaranth, and many traders 
cooperated with detailed inquiries. The Subcommittee also reviewed 
commodity market statutes and regulations, and researched a variety of 
legal issues. 

The trading records examined by the Subcommittee disclosed that 
from early 2006 until its September collapse, Amaranth dominated 
trading in the U,S. natural gas financial markets. Amaranth bought and 

J Federal Energy Regulatory Commission (FERC), Winter 2006-07 Energy Market Assessment, 
Item No.: A-3, October t9, 2006, Ili p. 2. 
~ Electric Power Researcb Institute, Natural Gas Issues: Turnaround Prospects, Energy Markets 
and Generation Response, October 2006, at p. t. 
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sold thousands of natural gas contracts on a daily basis, and tens of 
thousands of contracts on certain days. It accumulated tens of thousands 
of natural gas holdings, or "positions," on both NYMEX and ICE. The 
CFTC defines a " large trader" for reporting purposes in the natural gas 
market as a trader who holds at least 200 contracts; NYMEX examines a 
trader's position if it exceeds 12,000 natural gas contracts in anyone 
month. Amaranth held as many as 100,000 natural gas contracts in a 
single month, representing 1 trillion cubic feet of natural gas, or 5 
percent of the natural gas used in the entire United States in a year. At 
times Amaranth contro lled 40 percent of all of the outstanding contracts 
on NYMEX for natural gas in the winter season (October 2006 through 
March 2007). including as much as 75 percent of the outstanding 
contracts to deliver natural gas in November 2006. 

Amaranth's large positions and trades caused significant price 
movements in key natural gas futures prices and price relationships. For 
example, Amaranth's purchases of contracts to deliver natural gas in the 
winter months, in conjunction with Amaranth's sales of natural gas 
contracts for delivery in the summer months, drove winter prices far 
above summer pri ces .. These ,differences between winter and summer 
prices, called "price spreads," were far higher in 2006 than in previous 
years - until the collapse of Amaranth, when the price spreads returned 
to more nonnal 'levels. On several specific dates, Amaranth's massive 
trades were responsible for large jumps in the price differences between 
the futures contracts for March and April 7007. Traders interviewed by 
the Subcommittee said that during the spring and summer of 2006 the 
differences between wif)ter and summer prices were ""clearly out-of
whack," at uridiculous" levels, and unjustified by supply or demand. 

Purchasers of natural gas during the summer of 2006 for delivery 
in the following winter months paid inflated prices due to Amaranth's 
large-scale speculative trading. Businesses such as utilities had to either 
absorb this added expense or pass the higher costs onto the ultimate 
consumer, such as residential users who paid higher home heating bills. 

The current regulatory system was unable to prevent Amaranth' s 
excessive speculation in the 2006 natural gas market. Under current 
law, NYMEX is required to monitor the positions of its traders to 
determine whether a trader's positions are too large. If a trader's 
position exceeds pre-set "accountability Levels," the exchange may 
require a trader to reduce its pos itions. The Amaranth case history 
demonstrates two critical flaws. First, NYMEX has no routine access to 
information about .a trader's positions on ICE in determining whether a 
trader 's positions are too large. It is therefore impossible under the 
current system for NYMEX to have a complete and accurate view of a 
trader's posit ion in determining whether it is too large, 
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Second, even if NYMEX orders a trader to reduc'e its positions on 
NYMEX, the trader can simply shift its positions to ICE where no limits 
apply. This is precisely what Amaranth did after NYMEX finally told 
Amaranth. in August 2006, to reduce its positions in two contracts 
nearing expiration, contracts to deliver gas in September and October 
2006. In response, Amaranth reduced its positions on NYMEX and 
increased them on ICE, maintaining the same overall positions in the 
market. Within a few days, Amaranth resumed increasing its positions, 
mostly on ICE. By the end of August, Amaranth held nearly 100,000 . 
short positions in the September contract, mostly on ICE, and a total of 
nearly 90,000 short positions for the October contract on both ICE and 
NYMEX. These were huge positions - each variation of one cent in a 
position of 100,000 contracts changes a trader's profit or loss by $ )0 
million. As a resuH, NYMEX's instructions to Amaranth did nothing to 
reduce Amaranth's size, but simply caused Amaranth's trading to move 
from a regulated market to an unregulated one. 

The data analyzed by the Subcommittee, together with trader 
interviews, show that NYMEX and ICE are functional ly equivalent 
markets. Natural gas traders use both markets, employing coordinated 
trading strategies, In many instances the volumes on ICE are 
comparable to or greater than the vo lumes on NYMEX. Traders use the 
natural gas contract on NYMEX, called a futures contract, in the same 
way they use the natural gas contract on ICE, cal1ed a swap, for risk 
management and economic purposes. The data show that prices on one 
exchange affect the prices on the other, Given their equivalence, there is 
no sound basls for one exchange to be regulated and the other not. 

The disparity in regulation between NYMEX and ICE results from 
the so-called "Enron loophole" in the Commodity Exchange Act. The 
Enron loophole, which was inserted into the law in 2000 at the request 
of Enron and others, exempts electronic energy exchanges such as ICE 
from CFTC oversight and regulation. Unlike NYMEX, there are no 
limits on the trading on ICE, and no routine government oversight The 
Amaranth case history demonstrates that the disparity in regulation of 
the two markets prevents the CFTC and the exchanges from fully 
analyzing market transactions, understanding trading patterns, and 
compiling accurate pictures of trader positions and market 
concentration; it requires them to make regulatory judgments on the 
basis of incomplete and inaccurate infonnation; and it impedes their 
authority to detect, prevent, and punish market manipUlation and 
excessive speculation , 

Natural gas traders are well aware of the consequences of this 
limitation. For example, when Amaranth IS lead energy trader predicted 
in an email that "boy 1 bet you see some CFTC inquiries" into a price 
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spike that affected the final price of the September 2006 futures contract, 
another trader reminded him that most ofthc trades had taken place on 
ICE using swaps. The trader wrote: "Until they monitor s~aps no big 
deaL" His comment captures the problem - current law requires our 
regulators to oversee U.S. energy markets with incomplete information 
and inadequate authority. 

To repair the broken regulatory system, Congress needs to require 
currently unregulated exchanges, such as ICE, to comply with the same 
statutory obligations as regulated markets. such as NYMEX. and operate 
under the same rules to prevent market manipulation and excessive 
speculation from affecting the price ofvitai energy commodities. 

Some market observers contend that Amaranth's collapse proved 
the energy markets are functioning well because an overly risky trader 
met its demise without hanning other traders or the natural gas market as 
a whole. In fact, however, many otHer market participants were harmed 
by Amaranth's massive speculative trading. For example, uti lities that 
provide gas-powered electricity or heating to homes, schools, hospitals, 
and industries that use natural gas in manufacturing paid inflated prices. 
Many of their costs were passed onto consumers. Some companies told 
the Subcommittee that extreme price swings in the natural gas futures 
market make it more difficult and expensive to use the futures market 
for hedging. Still others told the Subcommittee that they have lost 
confidence in the natural gas market, viewing it not as a mechanism to 
set prices reflecting supply and demand, but as a market increasingly 
responsive to a few dominant traders with sufficient capital to affect 
prices. 

If given authority to police all U.S. energy commodity markets, the 
CFTe should use this authority to monitor aggregate positions taken by 
traders on both NYMEX and ICE, and to analyze trading data from both 
exchanges. Regulators should also strengthen their monitoring and 
oversight to prevent excessive speculation for all of the months in which 
contracts are traded, not just contracts near expiration. The Amaranth 
experience demonstrates how excessive speculation can distort prices of 
futures contracts that are many months from expiration, with serious 
consequences for other market participants. To prevent excessive 
speculation from causing unwarranted price changes, commodity 
regulators need to conduct oversight over both a broader market and for 
a longer time horizon than the next few months, 

A final major problem is the inadequate oversight capabilities of 
the CFTe. The CFTC suffers from antiquated technology systems, a 
shrinking staff, and flat budgets. In pan, these budgetary woes have 
occurred because Congress has never authorized the CFTC, as it has 
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virtually every other federal financial regulator, to collect user fees from 
the markets it oversees. Congress needs to provide the CFTC with 
adequate resources to do its job, and authorize user fees to pay for the 
additional expense. 

Energy is a critical factor in the future of the U.S. economy. How 
it is priced is of vital concern. The Amaranth case history is not just the 
story of a single hedge fund dominating the market, but of a broken 
regulatory system that has left our energy markets vulnerable to any 
trader with sufficient resources to alter energy prices for all market 
participants. 

The remainder of this Report details the Amaranth case history. 
Section II presents the staff findings and recommendations from the 
Subcommittee' s investigation. Section III provides general information 
on the importance of natural gas to the U.S. economy, its production, 
economic uses, and the fundamentals of natural gas supply and demand. 
Section IV provides general information on the cash and financial 
markets for natural gas, and an overview of the regulatory structure for 
the various types of energy exchanges. Section V describes the unusual 
and extreme behavior of natural gas prices in the spring and summer of 
2006, and analyzes the role of Amaranth and other hedge funds in 
forming those prices. Section V also describes the impact of 
Amaranth's trading on other market participants. Sections VI and VII 
offer recommendations to restore the integrity of energy commodity 
markets in the United States and protect them against market 
manipulation and excessive speculation. Section VIII contains 
additional Minority Staff views on the Report. 
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II. FINDINGS AND RECOMMENDATIONS 

A. FINDINGS 

(1) A single hedge fund, Amaranth Advisors LLC, dominated 
the U.S. natural gas market in 2006. 

7 

(a) Amaranth accumulated rriassive natural gas holdings on 
NYMEX and ICE spanning five years, from 2006-20 I O. 
(b) Amaranth accumulated such large positions and traded 
such large volumes of natural gas in 2006, on both NYMEX 
and ICE, that it had a direct effect on U.S. natural gas prices 
and increased price volatility in the natural gas market. The 
larger than usual differences between winter and summer 
futures prices that prevailed during the spring and summer 
0[2006 were largely the result of Amaranth's large-scale 
trades rather than the nonnal market interaction of many 
buyers and sellers. 
(c) Amaranth's 2006 positions in-the natural gas market 
constituted excessive speculation. 

(2) In August 2006, Amaranth traded natural gas contracts on 
ICE rather than on NYMEX so that it could trade without any 
restrictions on tbe size of its positions. . 

(al When NYMEX directed Amaranth to reduce its 
positions in September 2006 and October 2006 natural gas 
futures contracts, Amaranth simply transferred those 
positions to ICE, an unregulated market, thereby 
maintaining its overall speculative position in the natural 
gas market. 
(b) NY1vfEX's attempt to limit speculative trading during 
the last day of trading on the September 2006 natural gas 
futures contract failed, because neither NYMEX nor the 
CFTC had any authority, mandate, or ability to limit trading 
on ICE that affected the pricing of the NYMEX futures 
contract. 

(3) Amaranth's actions in causIng significant price movements 
in the natural gas market demonstrate that excessive 
speculation distorts prices, increases volatility, and increases 
costs and r isks for natural gas consumers, such as utilities, who 
ultimately pass on .inflated costs to their customers. 

(a) Purchasers of natural gas during the summer of 2006 fOT 

delivery in the following winter months paid inflated prices 
due to Amaranth's speculative trading. 
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(b) Many of these inflated costs were passed on to 
consumers, inchiding residential users who paid higher home 
heating bills. 

(4) The two major U.S. exchanges that trade natural gas
NYMEX and ICE ..... affect each other's prices. 

(a) Significant volumes of natural gas are traded on both 
NYMEX and ICE, and both markets playa key role in 

· setting. U.S. natmal gas prices. . . 
(b) The contracts used on NYMEX and ICE to trade natoral 
gas, called futures contracts on NYMEX and swaps on ICE, 
are equivalent:fmancial products that serve the same risk
management purposes. 
(c) Traders"routinely'buy and sell mitura1 gas contracts on 
bothNYMEX and ICE, and hold positions in both markets. 

· (d) The priceofNYMEX futmesand ICE swaps are 
virtually ide;'tical up until the fmal half hour of the last 
trading day of the NYMEXcontract, when NYMEX and 
ICE prices typically differ by a few cents at most. 

(5) ' Curre~t restraints on speculative tra~ing to prevent 
manipuIatio'n and price distortions are imidequate. 

(a) .The CFTC lacks statutory allthority to establisher 
enforce speculative position limits on--the trading of natural 

· gas on ICE 9r other Exempt Commercial Markets. 
(b) When large traders choose to trade on ICE rather than 
NYMEX, it is difficult, if not impossible, for NYMEX to' 
prevent price tnanipulation or excessive speculation from ' 
distorting NYMEX prices, because NYMEX does not .have 
information reg;u:ding, or the jurisdiction tq limit, trading on 

, ICE even though ICE trades affectNYMEXfutmesprice,. 
(c) The CFTC' s primary strategy to stop excessive 
speculation,has been to' prevent ma~ipulation of the final 
price of a futures c~ntract that is about to expire, rather than 
to ,generally review speculative trades affecting a range of 
futures contract prices. 

(6) The CFTC is unable to meet its statutory mandaieto '. 
prevent market 'manipulatio~ and excessive speculation from 
causing sudden, unreasonable, or unwarranted energy prices.-

(a) The CFTC lacks statutory authority to effectively 
oversee U.S. energy conunodity markets, because the . 
"Enron Loophole" prevents the CFTC from overseeing ICE. 
(b) The CFTC lacks budgetaty, staff, and technological 

, resources to effectively monitor energy commodity markets. 
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(c) As a result of the lack oflegal authority and budgetary 
resources; the CFTC was unable to prevent excessive 
speculation in the natural gas market in 2006. 

9 

(d) IftheCnC is not provided with additionanegal 
authority and resources, the CFTC will remain unable to 
accqrnplish its statutory mission. 
(e) rhe inability of the CFTC to accomplish its statutory 
mission with respect to the trading of energy commodities 
presents a threat to the 'energy and -economic security of the 
United States. 

R RECOMMENDATIONS 

(1) Congress 'should eliminate the "Enron Loophole" that 
exempts electronic energy exchanges froID'regulatory 
oversight. Experieoce since passage of the CommodiPj Futures 
Modernization Act.of 200(\ demonsrr~tes 'theft;; is no, sound 
rationale for exempting" electronic energy exchanges from 
regulatory oversight: Excessive speculation that occurred on 
electronic exchanges in2006 contnbuted to. the overall distortion 
of energy prices in the natural gas market, to the detriment of . . 
~e~can consume~s, businesses, industry, and utilities .. Exempt 
Commercial Markets, such as ICE, should be required to comply 
with the same statutory obligations as Designated ContraCt 
Markets, such as NYMEX, and should be regulated in the same 
maniler by the CFTC to prevent market manipulation and 
excessive speculation; To ensure fair energy pricing, iris time to 
put the cop back on the beat in aIID.S. energy commodity markets. 

(2) If given additional legal authority, the CFTC should 
monitor aggregate positions on NYMEX and ICE. The CFTC 
and exchanges should strengthen their monitoring.od . 
oversight to prevent excessive speculation for all ofthe.months 
in which contracts;rre traded, not just for contracts ·near 
expiration. 

(3) Congress should increase the CFTC budget and authorize 
CFTC user fees to help pay for the additional cost. The 
CFTC's b~dget should be increased to provide the staff and 
technology needed tb monitor, integrate, and analyze real-time 
transactional data from -all U.S. commodity exchanges; -including 
NYMEX and ICE. Needed funding should be obtained from user 

.' fees imposed 00 commodity markets. . . . 



159 

United States Senate 
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 
Committee on Homeland Security and Governmental Affairs 

Carl Levin, Cflairmall 
Tom Coburn, Acting Ranking Minority Member 

EXCESSIVE SPECULATION 

IN THE WHEAT MARKET 

MAJORITY AND MINORITY 
STAFF REPORT 

PE~NTSUBCONmfiTTEE 
ON INVESTIGATIONS 

, 
UNITED STATES SENATE 

JUNE 24, 2009 

Permanent Subcommittee on Investigations 

EXHIBIT#6b 



164 

EXCESSIVE SPECULATION 
IN THE WHEAT MARKET 

I. EXECUTIVE SUMMARY 

For several years, the U.S. Senate Permanent Subcommittee on 
Investigations has been examining the role of speculation in 'the 
commodity markets and fai lures of the federal regulatory structure to 
prevent excessive speculation from causing unwarranted changes in 
commodity prices and an undue burden on interstate commerce. 

In 2006, the Subcommittee released a report showing how the 
injection of billions of dollars from speculation into the commodity 
furores markets had contributed to rising energy prices. I In 2007, the 
Subcommittee released a report and beld a hearing showing how 
excessive speculation by a single hedge fund named Amaranth had 
distorted natural gas prices and contributed to higher costs for natural 
gas consumers. 2 These and other reports offered a number of 
recommendations for legislative and regulatory actions to enable the 
Commodity Futures Trading Commission (CITC) to fulfill its mission 
under the Commodity Exchange Act to prevent excessive speculation 
from "causing unreasonable or unwarrant~d fluctuations in the price of 
commodities in interstate commerce." 

lIn its 2006 Repon, "The Rol~ of Market Speculatiofllfl Rising Oil and Gas Prir:es: A Need to 
Pulth~ Cop Bade 0t1 the Beat," S. Prt. 109·65 (June 27, 2006), the Subcommittee investigation 
found that influx of billions of dollars into the U.S. energy markets.through commodity index 
funds had contributed to the rise in energy prices, and that the large influx of speculative 
investments in these markets had altered the traditional relationships between futures prices and 
supplies of energy commodities., particularly crude oil. The Report reeommended that Congress 
enact legisJation to "close the Enron loophole," the provision in the Commodity Futures 
Modernization Act of2000 (CFMA), which exempted from regulation the trading of futures 
contracts and swaps for energy and metals commodities on electronic exchanges. It also 
recommended legislation 10 ensure tJ:!.~ CITC had sufficient authority to monitor U.S. traders 
trading in U.S. commodities on foreign exchanges. See the 2006 Subcommittee Report at 
http://hsgac.seoate Rov/oublicl fileslSenatePrintJ0965MarketSoecReportFINAL.pdf. 

2 In its 2007 Report. "Exeessive Speculation in the Natural Gas Markel," reprinted in S. Hrg. 
110.235 (June 2S and July 9, 2007), at pp. 196-710, the Subcommittee investigation found tha1 
Amaranth had distorted the price of natural gas futures contracts as II. result of its large purchases 
of contnlcts on the regulated New York Mercantile Exchange (NYMEX)' and "look·alike" $Wap 
contracts on the then·unregulated Intercontinental Exchange (lCE). As 8 result of several 
provisions in the CFMA, the CFTC did 001 have authority to limit the positions of tnliders using 
ICE rather than NYMEX. Based on this finding, the Report recommended that Congress enact· 
legislation to dose the Eoron loophole in order to fully regulate electronic exchanges, like ICE, 
that are the functional equivalent of futures markets. In the 2008 Farm Bill, Congress enacted 
legislation to close the Enrtm loophole by providing that commodity contracts traded on over· 
the-counter electronie exchanges that perform a significant price discovery ~ction be regulated 
in the same manner as fulures contracts. As a result of this legislation, the CFTC now has the 
authority - and responsibility - to regulatc and monitor these electronic markets to prevent 
excessive speculation. See the 2007 Subcommittee Report a1 http://hsg8c.senate.gov/ 
publici filesIREPORIExcessiveSpeculationjmhtNaturalGasMarket.pdf. . 
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In the Amaranth ilwestigation, the Subcommittee examined how 
the activities of a single trader making large trades on both a regulated 
futures exchange and an wrregulated electronic energy exchange 
constituted excessive speculation in the natural gas market. To prevent 
this type of excessive speculation, the Subcommittee Report 
recommended that limits on the number of contracts that a trader can 
hold at one time, known as position limits, be applied consistenlly to 
both markets in which the same type of natural gas contracts are traded .. 

In the current investigation, the Subcommittee has examined'how 
the activities of many traders, in the aggregate, have constituted 
excessive speculation in the wheat market. To prevent this t}pe of 
eXGessive speculation, this Report recommends that the CFTC phase out 
waivers and exemptions from position limits that were granted to 
commodity index traderS purchasing wheat contracts to help offset their 
saIes of speculative financial instruments tied to commodity indexes. 

A commodity index, like an index for the stock market, such as the 
Dow Jones Industrial Average or the S&P 500, is calculated according 
to the prices of selected commodity futures contracts which make up the . 
index, Commodity index traders sell financial instruments whose values 
rise and fall in tune with the value of the commodity index upon which 

. they are based. Index traders seU these index instruments to hedge 
funds, pension funds, other large institutions, and wealthy individuals 
who want 'to invest or speculate in the commodity market without 
actually buying any conunodities. To offset their financial exposure to 
changes in commodity prices that make up the index and the value of the 
ind.ex-related instruments they sell, index traders typically buy the 
futures contracts on wruch the index-related instruments are based. It is 
through the purchase of these futures contracts that commodity index 
traders directly affect the futures markets. 

The Subcorrunittee investigation examined in detail how 
commodity index traders affected the price of Wheat contracts traded on 
the Chicago Mercantile Exchange. CFTC data shows that, over the past 
three years, between one-third and one-half of all of the outstanding 
wheat futures contracts purchased ("long open interest") on the Chicago 
exchange are the result of-purchases by index traders offsetting part of 
their exposure to' commodity index instruments sold to third parties. The 
Subcommittee investigation evaluated the impact that the many 
purchases made by index traders had on prices in the Chicago wheat 
futures market. This Report finds that there is significant and persuasive 
evidence to conclude that these commodity index traders, in the 
aggregate, were one of the major causes of "unwarranted changes"
here, increases - in the price of wheat futures contracts relative to the 
price of wheat in the cash market. The resulting unusual, persistent, and 
large disparities between wheat futures and cash prices impaired the 
ability of participants in the grain market to use the futures market to 
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price their crops and hedge their price risks over time, and therefore 
constituted an undue burden 'on interstate commerce. Accordingly, the 
Report Hnds that the activities of commodity index traders. in the 
aggregate, constituted "excessive speculation" in the wheat market under 
the Commodity Exchange Act. 

The futures market for a commodity provides potential buyers and 
sellers of the commodity with prices for the delivery of that commodity 
at specified times in the future. In contrast, the cash market provides 
potential buyers and sellers with the price for that commodity if it is 
delivered immediately. Normally, the prices in the futures market 
follow a prediCtable pattern with respect to the cash price for a 
commodity. Typically, as a contract for future delivery of a commodity 
gets closer to the time when the commodity is to be delivered under the 

. contract (the expiration of the contra:ct), the price of the futures contract 
gets closer to the price of the commodity in the cash market. The prices 
are said to "converge." In recent years in the wheat market, however, 
the futures prices for wheat have remained abnormally high compared to 
the cash prices for wheat, and the relationship between the futures and 
cash prices for wheat has become unpredictable. Oftentimes the price of 
wheat in the Chicago futures market has failed to converge with the cash 
price as the futures contracts have neared expiration. 

The result has been turmoil in the wheat markets. At a time when 
wheat fanners were already being hit by soaring energy and fertilizer 
costs, the relatively high price of wheat futures contracts compared to 
the cash_price, together with the breakdown in-the relationship between 
the two prices and their failure to converge at contract expiration, have 
severely impaired the·ability of fanners and others in the grain business 
to use the futures markets as a reliable guide to wheat prices and to 
manage price risks over time. 

Participants in the grain industry have complained loudly about the 
soaring prices and breakdowns in the market. "Anyone who tells you 
they've seen something like this is a liar," said an official of the Farmers 
Trading Company of South Dakota. An official at cereal-maker Kellogg 
observed, "The costs for commodities including grains and energy used 
to manufacture and distribute our products continues to increase 
dramatically." "I can't honestly sit here and tell who is determining the 
price of grain," said one Illinois farmer, "I've lost confidence in the 
Chicago Board of Trade." "I don ' t kriow how anyone goes about 
hedging in markets as volatUe .as this," said the president ofMGP 
Ingredients which provides flour, wheat protein, and other grain 
products to food producers. "These markets are behaving in ways we 
have never seen," said a senior official from Sara Lee. A grain elevator 
manager warned, " Eventually, those costs are going to come out of the 
pockets of the American consumer.'~ 
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The inability of farmers, grain elevators, grain merchants, grain 
processors, grain consumers, and others to uSG the futures market as a 
reliable guide to wheat prices and to manage their price risks over time 
has significantly aggravated their economic difficulties and placed an 
undue burden on the grain industry as a whole. 
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This Report concludes there is significant and persuasive evidence 
that one of the major reasons for the recent market problems is the 
unusually high level of speculation in the Chicago wheat futures market 
due to purchases of futures contracts by index traders offsetting sales of 
commodity index instruments. To diminish and prevent this type of 
excessive speculation in the Chicago wheat futures market, the Report 
recommends that the eFTC phase alit existing exemptions and waivers 
that allow some index traders to operate outside of the trading limits 
designed to prevent excessive speculation. 

A. Subcommittee I nvestigation 

To prepare this Report, the Subcommittee conducted a year-long, 
bipartisan investigation. As a ftrst step, the Subcommittee obtained and 
analyzed price and trading data from a variety of agricultural futures and 
cash markets. The Subcommittee obtained, for example, daily and 
monthly wheat futures and cash price data from the CFTC, U.S. 
Department of Agriculture, Chicago Mercantile Exchange, Kansas City 
Board of Trade, and Minneapolis Grain Exchange. The Subcommittee 
also examined numerous historical materials on the operations and 
performance of the grain futures markets, and on the development and 
application of relevant statutes, regulations, and guidance. The CFTC 
provided extensive data on index trading, as well as information on the 
application of position limits and the granting of exemptions. The 
Subcommittee appreciates the cooperation and responsiveness of the 
exchanges and federal agencies. 

To understand the issues, the Subcommittee interviewed numerous 
experts and persons familiar with the.wheat markets, agricultural 
commodity markets as a·whole, and commodity indexes. The interviews 
included persons familiar with grain trading and actual traders from a 
wide range of organizations in the grain industry: farm organizations, 
grain elevator operators, grain merchants, grain processors, food 
manufacturers, and agricultural. trade groups. The Subcommittee also 
interviewed farmers, market analysts, agricultural economists, academic 
experts, financial institutions, and exchange officials. The 
Subcommittee also benefited from a number of meetings and 
presentations provided by the CFTC. The Subcommittee appreciates the 
cooperation and assistance of these individuals, organizations. and 
agencies. 
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B. The Cash and Futures Markets for Wheat 

Wheat crops change hands primarily through cash transactions. 
There is no centralized cash market for wheat or other grams; the cash 
market exists wherever a grain elevator. grain merchant, grain consumer, 
or other participant in the grain industry posts a price to purchase or sell 
grain. Cash transactions take place all over the country, at aU times of 
the day, either with or without the use of standardized contracts. In a 
common transaction, a grain elevator purchases wheat from a farmer for 
cash and then stores the wheat for sales throughout the year to grain 
processors. 

Wheat futures are sold on three regulated exchanges: the Chicago 
Mercantile Exchange (CME), the Kansas City Board of Trade 
(KCBOT), and the Minneapolis Grain Exchange (MGEX). Wheat 
traded on the Chicago exchange, known as "soft red winter" wheat, is 
used mainly for crackers, pie crusts, cakes, and biscuits. 'Wheat traded 
in Kansas City, known as "hard red winter" wheat, is primarily used to 
make flour for bread. The Mirmeapolis exchange trades "hard red 
spring" wheat, which also is used to make bread, biscuits, and rolls. 

All three o~these futures exchanges offer standardized contracts to 
buy or sell standard amounts and types of wheat for which the only 
negotiated variable is the price. In the vast majority of cases, traders of 
wheat futures contracts do not take physical delivery of the wheat being 
bought or sold on the futures market. Rather, the primary purpose of the 
futures market is to enable market participants to ~rdiscover" the price of 
wheat for delivery at specified times in the future. to purchase or se1l 
such contracts for future delivery at such prices, and thereby to enable 
wheat market participants to protect their business activities against the 
risk of future price changes. 

C. Increasing Commodity Index Speculation 

A commodity index is calculated using the prices of the futures 
contracts for the commodities that make up the index. Each commodity 
within a commodity index is assigned a "weigh!," and the contribution 
of each commodity toward the value of the index is calculated by 
multiplying the current price of the specified futures contract for that 
commodity by the assigned weight. All of the major, broad-based 
commodity indexes include soft red winter wheat futures contracts 
traded on the Chicago exchange as one of their component commodities. 

The purchase of a fmancial instrument whose value is linked to a 
commodity index offers the buyer the potential opportunity to profit 
from the price changes in futures contracts for a broad spectrum of 
commodities, without having to actually purchase the referenced 
commodities. Typically, hedgefunds, pension funds, and other large 
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institutions purchas~ these financial instruments with the aim of 
diversifying their portfolios, obtaining some protection against inflation, 
and profiting when commoditY prices are rising. Since ti,ley are not 

. involved in selling or buying actual commodities. and do not use these 
instrumt:nts to hedge or offset price risks regarding the actual use of the 
underlying commodities, tbe purchasers of commodity index 
instruments are making a speculative investment 

The large growth in commodity index speculation is a recent 
phenomenon. It is only over the past six years that financial institutions 
have heavily marketed commodity index instruments as a way to 
diversify portfolios and profit from rising commodity prices. The total 
value oftbe speculative investments in commodity indexes has increased 
an estimated tenfold in five years, from "n estimated Si5 billion in 2003, 
to around $200 billion by mid.2008.' 

The amount of speculation in the wheat market due to sales of 
commodity index instruments has, correspondingly, grown significantly 
over the past five years. CFTC data indicates that purchases by index 
traders in the largest wheat futures market, the Chicago Mercantile 
Exchange, grew sevenfold from about 30,000 d1~.ily outstanding 
contracts in early 2004, to a peak of about 220,000 contracts in mid· 
2008, before dropping offat year's end to about 150,000 contracts. 
(Figure ES·l). The data shows tha~ during the period from 2006 
through 2008, index traders held between 35 and 50% of the outstanding 
wheat contracts (open long interest) on the Chicago exchange and 
between 20 and 30% of the-outstanding wheat contracts on the smaller 
Kansas City Board ofTrade. 

The presence of index traders is greatest 01) the Chicago exchange 
compared to the other two wheat exchanges, and is among the highest in 
all agriculture markets. In addition, neither ofthe other two wheat 
markets, nor any other grain market, baS experienced the same degree of 
breakdown in the relationship between the futures and cash markets as 
has occurred in the Chicago wheat market. Accordingly, the 
Subcommittee focused its investigation on the role bf index trading on 
the Chicago excha:nge and the' breakdown in the relationship between 
Chicago wheat futures and cash prices. 

~ This estimate ~f1ects both the actual amounts invested in commodity index related instrwnenls 
and the appreciation iD vallK of tbose investments due I? increasing commodity prices. 
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Figure ES-l . Growth in index fund purchases of Chlcago wheat futures contracts. Chart 
prepared by Pennanent Subcommittee on Investigations. Data source: CFTC. 

D. Impact of Index Instruments on the Wheat Futures Market 

Commodity indexes have an indirect but significant impact on 
futures markets. A commodity index standing alone is a computational 
device unsupported by any actual assets such as futures or commodity 
holdings. Financial institutions that sell index investments, however, 
have created three basic types Qf financial instruments tied to 
commodity indexes: commodity index swaps, exchange traded funds 
(ETFs), and exchange traded notes (ETNs). Commodity index swaps 
are sold by swap dealers and are the most common index _instrument; 
ETFs and ETNs offer index-related shares for sale on a stock exchange. 
The value of commodity index swaps, index-related ETFs, and index
related ETNs rises and falls with the value of the commodity index upon 
which each is based. 

Speculators who buy index instruments do not themselves 
purchase futures contracts. But the financial institutions who sell them 
the index instruments typically do. In the case of commodity index 
swaps, for example, swap dealers typically purchase futures contracts for 
all commodities on which an index is based to offset their financial 
exposure from selling swaps linked to those futures contracts. CFTC 
data shows that, over the past five years, financial institutions selling 
commodity indi'x instruments have together purchased billions of dollars 
worth of futures contracts on the Chicago Mercantile Exchange. 
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The Subcommittee investigation has found that the large number 
of wheat futures contracts purchased by swap dealers and other index 
traders. is a prime reason for higher prices in the wheat futures market 
relative to the cash market Commodity traders call the difference 
between the futures prices and the cash price «the basis." Index traders 
typically do not operate in the cash market, since they have no interest in 
taking delivery or making use of a wheat crop. Instead, index traders 
operate in the futures markets, where they buy futures contracts to offset 
the index instruments they have sold . . The additional demand for wheat 
futures resulting from these index traders is umelated to the supply of 
and demand for wheat in the cash market. 

In the Chicago wheat marke~ the result has been wheat futures 
prices that are increasingly disconnected from wheat cash prices. Data 
compiled by the Subcommittee shows that, since 2006, the daily gap 
between Chicago wheat futures prices and wheat cash prices (the basis) 
has been unusually large and persistent. Figure ES-2 presents this data 
for the last eight years. 

Chicago Wheat Prices 
Daily Difference Between Futures and Cash Price 

rentsItr.I. (Basis) 
,.0 

'-00 

J 
.-, .• .' , .• .~ , .. .~ , .• .' , .. .' , .. ." , .. ~ , .. .' , .• 

Fi&ure ES·1. Increase in daily difference between futures and cash prices for Chicago 
wheat. Chart prepared by Pemument Subcomminee on Investigations. Datil·sources: 
eME (daily futures prices); MGEX (average daily cash prices) . 

. From 2000 through 2005, the average daily difference between the 
average cash and the futures price for soft red winter wheat traded on the 
Chicago exchange was about 25 cents. During the second half of 2008, 
in contrast, the price of the nearest wheat futures contract on the Chicago 
exchange was between $1.50 and $2.00 per bushel higher than the 
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average cash price, an unprecedented price gap (basis),4 During that 
period, the average cash price for soft red. winter wheat ranged from 
$3.12 to $7.31 per bushel, while the futures price ranged from $4.57 to 
$9.24. The fundamentals of supply and demand in the cash market 
alone cannot explain this unprecedented disparity in pricing between the 
futures and cash markets for the same commodity at the same time. 

In addition, increasingly, the wheat futures prices on the Chicago 
exchange have not 'converged with the cash prices at the expiration of 
the futures contracts. Figure ES-3 shows the extent of this price gap 
(basis). 

Chicago Wheat Prices 
"-"no! Difference Between Futures Price and Cash Price 
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Figure ES·3. Increase in difference between futures and cash prices for Chicago wheat 
at futures contract expiration. Chart prepared by Permanent Subcommittee on 
Investigations. Data sources: CME (daily futures prices) and USDA (cash prices at 
Chicago). 

The data underlying this chart shows that the average difference 
between the cash and futures price at contract expiration at the delivery 
location in Chicago for the Chicago wheat futures contract rose from an 
average of about 13 cents per bushel in 2005 to 34 cents in 2006, to 60 
cents in 2007, to $1.53 in 2008, a tenfold increase in four years. 

In the same period during which these pricing disparities occurred, 
CFTC data shows a very large presence of index traders in the Chicago 
wheat market. Since 2006, index traders have held between one-third 
and one-half of all of the outstanding purchased futures contracts ("long 
open interest") for wheat on the Chicago exchange. For most of2008, 
the demand for Chicago wheat futures contracts from these index 

4 Typically, traders define basis as the difference between the cash and futures price (basis = cash 
- futures) . In this Report. [he basis is defined as the difference between the futures and cash 
price (basis - futures - cash) in order to give a positive value to the basis when the futures pri~e 
is higher than the cash price, as it typically is in the wheat market 
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investors was greater than the supply of wheat futures contracts from 
commercial finns selling grain for future delivery. During July 2008, 
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for instance, index traders buying wheat futures contracts held, in total, 
futures contracts calling for the delivery of over 1 billion bushels of 
wheat, while fanners, grain elevators, grain merchants, and other 
commercial sellers of wheat had outstanding futures contracts providing 
for the delivery of a total of only about 800 million bushels of wheat. 
Under these circumstances, the additional demand from index traders for 
contracts for future delivery of wheat bid up the futures prices until 
prices were high enough to attract additional speculators wming to sell 
the desired futures contracts at the higher prices. 

The investigation found that, in 2008, the greater demand for 
Chicago wheat futures contracts generated by index traders was a 
significant factor in the relative increase in the wheat futures price 
compared to the cash price (the basis) during that period. In addition, a 
significant cause of the resulting price disparity between the futures and 
cash markets,'which was far greater than the normal gap between futures 
and cash prices, was the purchases of Chicago wheat futures by index 
traders. 

E. Undue Burden on Interstate Commerce 

The ongoing pricing discrepancy between wheat futures and cash 
market prices has exacerbated many of the recent economic difficulties 
facing farmers, grain elevators, grain merchants, and grai? end-users. 

Over the past few years, the prices of many agricultural 
commodities -like the prices of commodities in general- experienced 
an unprecedented spike and subsequent coUapse. For example, the cash 
price of wheat rose from just over $3 per bushel in mid-2006, to over 
$11 per bushel in early 2008, before collapsing to about $3.50 per bushel 
at the end of 2008. Figure ES-4 shows the average daily cash price of . 
wheat from 2000 to 2008, including the spike in the price of wheat 
during 2007 and 2008. 
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Figure ES ... t The average daily cash price of soft red winter wheat, the type of wheat 
traded on the Chicago MCrcllDtilc Exchange, Chart prepared by Pennanent 
Subcommittee on lnvestigations. Data source: MGEX (daily cll5h index price), 
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A wide variety of factors contributed to the price volatility in the 
cash market for wheat, including poor weather, changes in agricultural 
productivity, an increasing demand for commodities in developing 
countries, changing dietary habits, increasing energy prices, and changes 
in the value of the dollar compared to other currencies. 

Wheat prices in the cash market rose steadily from 2004 to 2008, 
in part due to steep increases in the price of energy, particularly oil, 
gasoline, natural gas, and diesel fuel, which sharply increased the costs 
of farming, transporting grain'to markets, and grain·processing. 
Although grain prices in the cash market eventually rose to record highs, 
farmers and grain merchants often were unable to realize the benefits of 
those higher prices due to the higher costs. In March 2009, for example, 
USDA reported that although wheat was selling for very high prices by 
historical standards, the increase in fuel and fertilizer costs had "offset 
this unprecedented runup in w.heat pdces for producers." 

During this same period, futures prices also rose, The steep 
increases in cash and futures prices severely affe~ted the grain industry 
in several ways. First., higher futures prices resulted in higher margin 
calls for wheat farmers, grain elevators, and other sellers of wheat that 
had hedged in the futures markets, requiring them to make much larger 
cash outlays than normal. The Na~ional Grain and Feed Association 
estimated, for example, that a typical grain elevator faced a 300% 
increase in hedging costs in 2008, compared to 2006. It stated that 
"recent commodity price inc~eases have led to unprecedented borrowing 
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by elevators - and unprecedented lending by their bankers - to finance 
inventory and maintain hedge margins." According to the Federal 
Reserve Bank of Kansas City, in the first quarter of2008, the Farm 
Credit System "raised $10 billion in funds through the .sale of debt 
securities to meet increasing demand from elevators and other 
processing and marketing entities." In April 2008, the FederaL Reserve 
Bank afKansas City reported that nearly one-quarter of all grain 
elevators it surveyed were struggling to acquire the cash needed to 
manage margin calls; about 40% stated they had "enough cash to just 
manage current margin calls." 

The cash flow problems confronting many grain elevators directly 
affected farmers, as those elevators began to reduce their cash purchases, 
pull back on forward contracts offered to farmers, and lower the cash 
prices offered for crops . .some began to require farmers to pre-pay for 
seed and fertilizer, causing cash flow problems for farming operations. 
Farmers participating directly in the futures market also were subject to 
rising margin ca,Us. One wheat farmer explained, "If you 've got 50,000 
bushels hedged and the market moves up 20 cents, that would be a 
$10,000 day. If you only had $10,000 in your margin account, you'd 
have to sit dawn and \\-'[ite a check. You can see $10,000 disappear 
overnight. .. Everybody has a story about a guy they know getting 
blown qut of his hedge." 

Other problems arose from the uDusual1y large and persistent gap 
between the futures and cash prices for wheat and the failure of the two 
prices to converge as futures contracts expired. This persistent pricing 
difference and lack of convergence meant that fanners, grain elevators, 
grain merchants, and others who had used the futures market to hedge 
their future sales found that when they went to sell their wheat, the cash 
prices were much lower than they had anticipated based upon the futures 
market This persistent price gap significantl)1 impaired the ability of 
fanners and others to protect themselves from declining prices during 
the dramatic price decreases experienced during the second half of2008. 
It also meant that wheat indusUy participants could no longer rely on the 
futures markets to reliably price their crops and effectively manage their 
price risks over time. 

In a properly functioning futures market, futures and cash prices 
converge as futures contracts near expiration. Otherwise, if one price 
were higher, a trader could buy the commodity in the lesser-priced 
market and immediately sell it.in the higher-priced market for a quick 
profit. Those types of transactions would soon equalize the two prices. 
But on many occasions during the last few years in the Chicago wheat 
market, the two prices .have not converged. 

One key reason is that the large price disparity between the cash 
and futures price makes it ~uch more profitable for grain merchants to 
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buy grain in the cash market, hold onto it, and then sell it later - at the 
price of the higher-priced futures contracts - than engage in the type of 
transactions described above between the cash and futures market that 
would make the two prices converge. In addition, the large price 
disparity means that merchants who already have grain in storage and 
have hedged that grain by selling futures contracts could suffer a loss if 
they decided to actually sell their grain in the cash market, because they 
also would have to buy back the futures contract at a higher price than 
they could get for selling their grain in the cash market. 

Virtually all of the traders interviewed by the Subcommittee, from 
all perspectives within the grain business, identified the large presence 
of index traders in the Chicago market as a major cause of the price 
convergence problem. This ongoing problem indicates that at a 
fundamental level the Chicago wheat futures market no longer 
effectively seryes the needs of many wheat growers or commercial 
wheat users. 

Still another set of problems caused by excessive speculation in the 
wheat market and the disconnect between wheat futures and cash prices . 
affects the federal crop insurance program. Federal crop insurance, 
which is supported with taxpayer dollars, is available to farmers who 
want to cover potential fmanciallosses due to bad weather or crop 
disease. Several types of federal crop insurance use futures prices to 
determine how much money should be paid to a farmer who has 
purchased coverage and, suffered a loss in crop income. Futures prices 
are used in the formulas that calculate both the insurance premiums to be 
paid by fanners and the indemnity payments made to fanners after an 
insurance claim. Because they are included in the calculations, futures 
market prices that are significantly higher than actual cash prices impair 
the accuracy of the insurance fOffilulas and can inflate the fmal figures. 
Futures prices that are much higher _than the prices in the cash market 
and that do not closeJy follow the prices in the cash market can increase 
both the crop insurance premiums paid in part by farmers and can either 
increase or decrease the ultimate insurance, payout to the farmer
thereby either resulting in too large a payout from a taxpayer-funded 
program or too srnaJI a payout to the fanner who has- paid for the 
insurance. Either scenario undennines the effectiveness of tho crop 
insurance program. 

The ongoing large gap between wheat futures prices and cash 
prices is a problem of intense concern to the wheat industry, the 
exchanges, and the CFTC. The CFTC has conducted several public 
hearings and recently formed a special advisory subcommittee to make 
recommendations on. how best to address the problem. The Chicago 
exchange has amended its wheat contract in several respects - to provide 
for additional delivery locations, to increase the storage rate for wheat, 
and to change certain specifications for deliverable wheat - in an effort 
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These actions to date, however, do not address one of the 
fundamental causes of the problem - the large presence of index traders 
in the Chicago wheat market. These index traders, who buy wheat 
futures contracts and hold them without regard to the fundamentals of 
supply and demand in the cash market fot wheat, have created a 
significant additional dernand"for wheat futures contracts that has as 
much as doubled the overall demand for wheat futures contracts. 
Because this significant increase in demand in the futures market is 
unrelated to any corresponding supply or demand in the cash market, the 
price of wheat futures contracts has risen relative to the price of wheat in 
the cash market. The very large number of index traders on the Chicago 
exchange has, thus, contributed to "unwarranted changes" in the prices. 
of wheat futures relative to the price of wheat in the cash market. These 
"unwarranted changes" have, in tum, significantly impaired the ability 
of farmers and other grain businesses to price crops and manage price 
risks over time, thus creating an undue burden on interstate commerce. 
The activities of these index traders constitute the type of excessive 
speculation that the CFTC should diminish or prevent through the 
imposition and enforcement of position limits as intended by the 
Commodity Exchange Act. 

F. Trading Limits on Ind~x Traders 

The Commodity Exchange Act (CEA) directs the CFTC to prevent 
excessive speculation in the futures markets. Specifically. Section 4a(a) 
of the CEA requires the CFTC to establish and maintain "position 
limits" on comrno~ity traders to prevent the undue burden on interstate 
commerce that results from "sudden or unreasonable fluctuations or 
unwarranted changes" in the price of a commodity caused by excessive 
speculation. Pursuant to this statutory mandate, the CFTC has 
established position limits for the agricultural commodities traded on 
futures markets such as wheat, com, oats, and soybeans. These position 
limits specify the maximum number of outstanding futures contracts that 
any s"ingle trader can hold at any particular time. For example, the 
CFTC has generally prohibited any single trader from holding more than 
6,500 wheat futures contracts al'any one time. Prior to 2005, the 
maximum number of contracts that could be held at anyone time was 
5,000 contracts. 

Over the course of many' years, the CFTC has made a.number of 
decisions that have en.abled certain index traders to hold more than the 
current limit of 6,500 wheat futures contracts. The first set of decisions 
resulted in the CFTC' s granting position limit exemptions to swap 
dealers selling commodity index swaps, Although the CEA directs ~he 
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~FTC to impose trading limits to pr~vent excessive speculation, section 
4a(c) of the Act also states that these limits are not to be applied to 
"transactions or positions which' are'shown to be bona fide hedging 
transactions or positions." The CEA provides the CFTC with the 
discretion to define the term "bona fide hedging transaction" in order to 
"pennit producers, purchasers, sellers, middlemen, and users of a 
commodity or a product derived therefrom to hedge their legitimate 
anticipated business needs for that period of time into the future for 
which an appropriate futures contract is open and available on an 
exchange." 

Initially, the CFTC limited the concept of a bona fide hedging 
transaction to transactions directly linked to the business needs of the 
producers, mark~ters. and users of a physical commodity in the cash 
market. But ·after Congress directed the CFTC, in 1986, to consider 
expanding its definition to include persons using the futures markets to 
manage risks associated with financial investment portfolios, the CFTC. 
issued a series of clarifications and interpretations which, in effect, 
expanded the defmition to include trading strategies to reduce fmancial 
risks, regardless of whether a matching transaction ever took place in a 
cash market for a physical cOIlIDlodity. 

In 1991, using this expanded defInition, the CFTC granted the first 
exemption from speculative trading limits to a swap dealer seeking to 
buy futures contra<;:ts to hedge its financial exposure to commodity index 
swaps it had sold to third parties. According to CFTC data provided to 
the Subcommittee, the CFTC has currently issued four hedge 
exemptions to swap dealers seeking to buy wheat futures. Those 
exemptions permit the swap dealers to exceed the 6,500 position limit 
and hold up to 10,000, 17,500,26,000, and 53,000 wheat futures 
contracts to hedge their exposures to commodity index swaps that 
reference wheat futures prices. In addition, in 2006, the CFTC staff took 
another step by issuing two "no-action" letters permitting the manager of 
one index-related exchange traded fund (ETF) to hold up to 11,000 
wheat futures contracts and another fund manager to hold up to 13,000 
wheat futures contracts. 

Together, these hedge exemptions and no-action letters pennit six 
index traders to hold a tntal of up to almost 130,000 wheat futures 
contracts at anyone time. Absent these waivers from the position limits, 
these six index traders would have been limited to a total of about 
39,000 wheat futures contracts at a time, or less than one-third of the 
contracts that they are now permitted to hold. 

CFTC data indicates that, from 2006 to mid-2008, the total 
number of outstanding contracts (long open interest) attributable to 
commodity index traders in the wheat market was about 200,000 
contracts. That means that the six index traders granted waivers 
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In directing the CFTC to consider granting position limit 
exemptions to ftrms using the futures markets to manage price risks 
associated with financial portfolios, Congress emphasized that the 
Commission's actions should remain consistent with its mandate to 
prevent excessive speculation from causing unreasonable or unwarranted 
changes in the prices of commodities traded on-the futures exchanges. 
Because the large amount of index investments in the Chicago wheat 
futures market have been ODe of the major causes of "unreasonable or 
unwarranted" changes in wheat futures prices relative to cash prices, the 
granting of exemptions and waivers to index traders is inconsistent with 
the CFTC's statutory mandate to prevent excessive speculation on 
futures exchanges. Accordingly, the Report recommends that the CFTC 
no longer waive position limits for index traders and, in addition, begin 
an orderly phase-out of the existing waivers. 

If the CFTC were to phase out the exemptions and waivers granted 
to index traders in the wheat market, those traders would become subject 
to the position limits for wheat futures contracts that generally apply and 
would'be unable to hold more than 6,500 wheat contracts at anyone 
time. The strict enforcement ofthe 6,500 contract limit should reduce 
the presence of index traders in the Chicago wheat futures market and 
help bring the futures market into better alignment with the cash market. 

, Restoring the 6,500 position limit to index .traders may not, 
however, fully solve the pricing problems in the Chicago wheat futures 
market and eliminate the problems in the market exacerbated by 
excessive speculation. CFTC data indicates that at most 60% of the total 
outstanding wheat contracts (long open interest) which can be attributed 
to index investors would be affected by restoring the 6,500 limit. If 
pricing problems persist in the wheat market after the phase-out of these 
waivers, and after implementation of other actions being taken by the 
Chicago exchange, the CFTC should consider irpposing additional 
restrictions on index traders to reduce their presence, such as by 
restoring the pre-2005 position limit of 5,000 wheat contracts per index 
trader to reduce their aggregate impaCt on wheat futures prices. 

G. Other Commodities 

The wheat market illustrates how a large amount of index trading 
on a futures exchange can significantly impair the ability of the futures 
market to perfonn its primary purposes - to enable commercial market 
participants, including farmers, grain elevators, grain merchants, and 
consumers, to efficiently price their commodities and manage their price 
risks over time. The Subcommittee investigation was made possible in 
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large part by the availability of data compiled by the CFTC on index 
trading in the wheat market Comparable data on index trading in non
agricultural markets, including for crude oil, natural gas, and other 
energy commodities, is not presently available. The data problem is due 
in part to the complexity of the over-the-counter (OTC) energy market, 
the associated difficulty in tracing index trading in that market, and the 
difficulty in assessing the impact of OTe energy trades on regulated 
energy futures exchanges. To understand the role of index trading in 
energy and other non-agricultural commodity markets, the CFTC will 
need to improve its data collection and analysis efforts for both the OTe 
markets and index trading. Given the importance of this issue, despite 
the difficulties, the CFTC should undertake this effort to bring additional 
transparency to the impact of index trading on energy futures markets. 

H. Findings and Recommendations 

Based upon the Subcommittee's investigation, the Report makes 
the following findings of fact and recommendations to diminish or 
prevent excessive speCUlation in the wheat market 

Findings of Fact. 

(1) Excessive SpeCUlation in Wheat. The large number of 
wheat futures contracts purchased and held by commodity 
index traders on the Chicago futures exchange over the last 
five years constituted excessive speculation. 

(a) Index Traders Increased Futures Prices Relative to 
Cash Prices. The large number of wheat futures 
contracts purchased by index traders on the Chicago 
exchange created additional demand for those contracts 
and was a major contributing factor in the increasing 
difference between wheat futures prices and cash prices 
from 2006 to 2008. 

(b) Index Traders Impeded Price Convergence. Over 
the past few years, the large number of Chicago wheat 

. futures contracts purchased by index traders has been a 
-major cause of the frequent failure of wheat futures and 
cash prices to converge upon contract expiration. 

(c) Unwarranted Price Changes. The additional demand 
for Chicago wheat futures contracts attributable to 
commodity index trade~s contributed to "unreasonable 
fluctuations or unwarranted changes" in wheat futures 
prices, resulting in an abnormally large and persistent 
gap between wheat futures and cash prices (the basis). 
Largely as a result of index trading, the average 
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difference between the cash and futures price at 
contract expiration rose from 13 cents per bushel in 
2005, to 34 cents in 2006, to 60 cents in 2007, to $1.53 
in 2008, a tenfold increase in four years. 

Cd) Undue Burden on Commerce. The unwarranted 
changes in wheat priCes resulting from the large amount 
of index trading in the Chicago wheat futures market 
created an undue burden on interstate commerce. This 
undue burden was imposed on farmers, grain elevators, 
grain merchants, grain processors, and others by 
impeding useful hedging strategies, imposing 
significant unanticipated costs, and providing 
inaccurate indications of expected prices in the wheat 
markets. 

(2) CFTC Waivers Facilitated Excessive Speculation. CFTC 
actions to waive position limits for commodity index traders 
facilitated excessive speculation in the Chicago wheat futures 
market. Waiving position limits for these index traders is 
inconsistent with the eFIC's statutory mandate to maintain 
position limits to prevent excessive speculation. 

(3) Inflated Futures Prices Affect Crop Insurance. Because 
federal crop insurance, which is backed with taxpayer dollars, 
lises futures prices in its calculations, inflated futures prices 
can iriflate insurance premiums; whose cost is shared by 
fanners and taxpayers, and impair the accuracy of the fannulas 
used to determine the payouts to farmers, resulting in either· 
overpayments or underpayments. 

(4) Poor Data Impedes Analysis. There is a lack of adequate 
data on the number of futures contTacts purchased by 
commodity index traders for non-agricultural commod.ities like 
crude oil. · Improved data is essential to analyze the extent to 
which index traders may be contributing to higher futures 
prices and excessive speculation in crude oil and other 
markets. 

Recommendations. 

(1) Phase Out Existing Wheat Waivers for Index Traders. 
The CFTC should phase out existing waivers, granted through 
exemptions or no-action letters, which pennit commodity 
index traders to exceed the standard limit of 6,500 wheat 
contracts per trader at anyone time, and re-apply the standard 
position limit designed to prevent excessive speculation in the 
wheat market. 
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(2) Take Further Action If Necessary. If pricing problems in 
the Chicago exchange persist after the phase·out of index 
trader waivers and after implementation of other actions being 
taken by the Chicago exchange, the CFTC should consider 
imposing additional restrictions on commodity index traders 
to reduce excessive speculation, such as by imposing a 
position limit of 5,000 wheat contracts per index trader. 

(3) Analyze Other Agricultural Commodities. The CFTC 
should undertake an analysis of other agricultural commodities 
to determine whether commodity index traders have increased 
futures prices compared to cash prices or caused price 
convergence problems, and whether position limit waivers for 
index traders should be phased out to eliminate excessive 
speculation. . 

(4) Strengthen Data Collection for Non-Agricultural 
Commodities. The CFTC should develop reliable data on the 
extent to which commodity index traders purchase non· 
agricultural commodity futures contracts, especially crude oil 
and other energy commodities. Once this data is collected, the 
CFTC should evaluate the impact of index trading in thes, 
markets, and whether position limits for index traders should 
be phased in to eliminate excessive speculation. 

The following sections ofthis Report present detailed information 
on how, in recent years, the high level of commodity index trading in the 
wheat market constituted excessive speculation. Section II describes the 
wheat futures and cash markets, and recent pricing trends that have 
caused turmoil among wheat producers, merchants, and consumers. 
Section III provides general information about hedging and speculation 
in the commodity markets, and why price convergence is important to 
commercial users ofthe wheat market. Section IV explains how 
commodity index trading works, its impact on the futures markets, and 
how the CFTC has facilitated index trading by waiving position limits 
for wheat and other agricultural commodities. Section V details the 
evidence indicating how commodity index trading has. been one ofthe 
major causes of unwarranted. price fluctuations and an undue burden on 
interstate commerce, and thereby constituted excessive speculation in 
the wheat market. Section VI describes how inflated futures prices 
affect the federal crop insurance program. 
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450 economists tell the G20: regulate speculation on food prices 

11 October 2011 

Dear G20 Finance Ministers, 

We write to you ahead of the October meeting of the G20 Finance Ministers to urge you to commit with 
your counterparts to take effective action to curb excessive speculation on food commodities. Excessive 
financial speculation is contributing to increasing volatility and record high food prices, exacerbating 
global hunger and poverty. 

While there are many pressures on food prices, fundamental changes in supply and demand cannot fully 
account for the drannatlc price fluctuations that have occurred in recent years. 

In June, a report for the G20 by intemational organisations includ ing the IMF and the O~CD noted that 
"too much speculation can cause frequent and erratic price changes" in futures markets. Evidence 
suggests tha.t financial speculators are less likely to make trading decisions based on information 
regarding supply and demand and are more prone to herding behaviours than commercial traders. 
Excessive speculation undermines the price discovery function of futures markets, driving realprices 

. away from levels determined by supply and demand. 

The High Leve l Panel of Experts on food security for the Committee on World Food Security at the FAO 
reported in July that "tighter regulation of speculation is necessary." The panel suggested that "Increasing 
transparency, by requiring exchange trading and clearing of most agricultural commodity contracts , and 
setting lower limits .lor noncommercial actors could be the first set of measures taken by the countries that 
house major commodity exchanges. " 

Increasing market transparency is vital, but will not go far enough to tackle excessive financial 
speculation. We· therefore urge you to support the establishment of position limits to cap the proportion of 
agricultural commod ity derivatives markets that can be held by financial speculators. Limits could be set 
at a level ihat wou ld maintain sufficient liquidity in the markets while preventing an excessive 
concentration of purely financial actors. The US has already passed legislation including provisions to 
introduce such limits and the G20 should act to prevent regulatory arbitrage between exchanges. 

Position limits would be more effective in tackling excessive speculation than position management . 
powers, which rely.on the use of judgement by exchanges and provide little assurance that powers will be 
exercised effectively. Clear limits would provide regulatory certainty, promoting stable and sustainable 
derivatives markets to the benefit of food producers, consumers and broader economic stability. 
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With around 1 bil lion people enduring chronic hunger worldwide, action is urgently needed to curb 
excessive speculation and its effects on global food prices. 

Yours sincerely, 

cc: Michel Barnier, European commissioner for internal market and services 

Signed 

Mr Abdulhafiz Ahmed Abdisubhan, Finance and Economic DevelopmenlBureau , ETHIOPIA 

Charles Abugre, Regional Director (Africa), The United Nations Millennium Campaign, Nairobi, KENYA 

Prof Nicola Acocella , Department of Methods and Models for Economics, Territory and Finance, Faculty 
of Economics , University of Rome, ITALY 

Dr Funda Rana Adacay, Associate Professor in Economics, Anadolu Univeristy, Eskisehir, TURKEY 

Dr Ipek Ilikkaracan Ajas, Associate Professor of Economics, Istanbul Technical University, TURKEY 

Dr Alpaslan Akcoraoglu, Associate Proiessor of Economics , Gazi University, TURKEY 

Prof A Haroon Akrarn-Lodhi, Chair of the Department of International Development Studies, Trent 
University Peterborough, CANADA 

Mr Tanweer Ali, Lecturer in Finance, Empire State College, State University of New York, USA 

. Marzouq Alnusf, Department of Economics, University of Massachusetts at Amherst, USA 

. Wilfried Altzinger, Department of Economics, Vienna University of Economics , AUSTRIA 

Dr Francisco Alvarez Cuadrado, Associate Professor, Department of Economics, McGill University, 
CANADA 

Dr Rui Henrique Alves, Assistant Professor at the Facu lty of Economics, University of Porto, PORTUGAL 

Dr Bruno Amoroso , Department for Society and Globalization Roskilde, University Denmark, DENMARK 

Prof Paolo Andrei, Professor in Business Economics, University of Parma, ITALY 

Rania Antonopoulos, Senior Scholar and Director of Gender Equality and the Economy Program , Levy 
Economics Institute, USA 

Dr Ozlem Arpac Arconian, Department of Economics, School of Oriental and African Stud ies, University 
of London, UK 

Prof Alessandro Arrighetti, Professor of Economics, University of Parma, ITALY 

ProfWiji Arulampalam, Department of Economics, University of Warwick, UK 

Prof Thankom Arun , Director of Institute of Global Finance and Public Policy , Lancashire Business 
School, University of Central Lancashire, UK 
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Dr Michael Ash , Associate Professor of Economics and Public Policy and Chair, Department of 
Economics, University of Massachusetts Amherst, USA 

Prof Venkatesh Athreya, Professor of Economics, Bharathidasan University, T iruchirapall i, INDIA 

Jonathan Adabre Atia, Policy Analyst, Integrated Social Development Centre , GHANA 

Fiona Atkins, Lecturer in Economics , Birkbeck University of London , UK 

Dr Rohit Azad , Assistant Professor, Faculty of Economics, South Asian University, New Delhi, INDIA' 

Prof M. V. Lee Badgett, Professor of Economics and Di rector for Center for Public Policy and 
Administration, University of Massachusetts Amherst, USA 

Dean Baker, Co-Director, Center for Economics and Policy Research , USA 

Dr Dean Baker, Center for Economic and Policy Research, Washington, DC, USA 

Prof Radhika Balakrishnan, Professor of Women's and Gender Studies Rutgers , The State University of 
New Jersey, former Professor of Economics and International Studies at Marymount Manhattan College, 
USA 

Prof Erol Balkan, Professor of Economics, Hamilton College, New York, USA 

Dr Nesecan Balkan, Department of Economics, Hamilton College, USA 

Dr Nina Banks, Associate Professor of Economics , Bucknell University , USA 

Prof Drucilla K. Barker, Director Women's & Gender Studies, Phd in Economics , University of Sou th 
Carolina, Columbia, USA 

Prof David Barkin, Distingu ished Professor of Economics, Universidad Autonoma Metropolitana
Xochimilco, Mexico City, MEXICO 

Dr John Barnshaw, Department of Sociology, University of South Florida, lJSA 

Dr Stephanie Barrientos, Senior Lecturer, Institute of Development Policy and Management, Associate 
Director Brooks World Poverty Programme, Universi ty of Mancheste'r, UK 

Michael Ba rrow, Senior Lecturer in Economics, School of Business, Management and Economics, 
University of Sussex, UK 

Prof Hans-Heinrich Bass, Professor of International Economics , Bremen University of Applied Sciences, 
GERMANY 

Dr PL Beena, ICSSR General Fellow, Institute for Studies in Industria l Development, New Delh i, INDIA 

Riccardo Bellofiore, Department of Economic Science, University of Bergamo, ITALY 

Prof Lourdes Beneria, Professor Emerita, Department of City and Regional Planning, Cornell University, 
USA 

Prof Gunseli Berik, Economics Department, University of Utah, USA 
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Prof Jacques Berthelot, Emeritus professor of Economics, Ecole Nationale Superieure Ag ronomique de 
Toulouse, FRANCE 

Prof Sheila 'Bhalla, Professor at the Institute for Human Development, New Delhi, INDIA 

Dr Ravi Bhandari, Associate Professor and Chevron Chair of Development Economics, Saint Mary's 
College of California, USA 

Prof Cyrus Bina, Distinguished Research Professor of Economics, University of Minnesota, USA 

Dr Stephanie Blankenburg , Department of Economics and CISD, Schoo l of Oriental and African Studies, 
UK 

Prof Patrick Bond, Professor of Development Studies, University of KwaZulu-Natal , SOUTH AFRICA 

Dr A. J. C. Bose, Associate Professor, Department of Economics, Shri Ram College of Commerce, 
University of Delhi, INDIA 

Sam Boshra , Economist and former Income Analyst with Statistics Canada, CANADA 

Dr Roger Even Bove, Department of Economics & Finance; West Chester University, USA 

Dr Christopher Bowdler, University Lecturer in Economics and Fel low of Oriel Col lege, University of 
Oxford, UK 

Dr James K. Boyce, Department of Economics, University of Massachusetts, Amherst, USA 

Dr Manuel Branco, Associate Professor of Economics, University of Evora, PORTUGAL 

Prof Luiz Carlos Bresser-Pereira, Professor Emeritus of Economics, Getulio Vargas Foundation, Sao 
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Economy Center, Franklin and Marshall College, Lancaster, USA 
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Dr Michael Carter, Associate Professor of Economics, Chair of Econorn ics Department, University of 
Massachusetts, Lowell, USA 
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Prof Sergio Cesaratto, Professor of Economics University of Siena, ITALY 
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Rakesh Chandra, Junior Research Fellow, Center for the Study of Reg ional Development, Jawahar Lal 
Nehru University, New Delhi, INDIA 

Shouvik Chakaraborty, Assistant Professor, Indian School of Business and Finance (ISBF), New Delhi , 
INDIA 

Malini Chakravarty, Senior Economist, International Development Economics Associates (IDEAs), New 
Delhi , INDIA 

Prof Nirmal K. Chandra, Professor of Economics (Retd), Indian Institute of Management Calcutta, INDIA 
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Dr Ha-Joon Chang, Reader, Faculty of Economics, University of Cambridge, UK 

Dr Anup Chatterjee, Associate Professor in Economics, ARSD College, University of Delhi, INDIA 

Prof Monojit Chatterji , Bonar Professor of Apllied Economics, University of Dundee, UK and Bye Fellow in 
Economics and Director of Studies in Economics, Sidney Sussex College, Cambridge, U.K 

Prof Sudip Chaudhuri , Professor of Economics, Indian Institute of Management, Calcutta, INDIA 

Pallavi Cnavan, Economist, INDIA 

Prof Robert Chernomas, Department of Economics, University of Manitoba, CANADA 

Dr Lynne Chester, Department of Politica l Economy, University of Sydney, AUSTRALIA 

Pro f Victoria Chick, Emeritus Professor of Economics , University College London, UK 
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in Bronxville, New York, USA 
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Prof Marcella Corsi, Professor of Economics, Sapienza University of Rome, ITALY 
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Dr Ingrid Hartmann, Ag ricultural Economist, Berl in, GERMANY 
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London, UK 
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Prof Grazia letto-Gill ies, Emeritus Professor of Applied Economics, London South Bank University, UK 

Dr Katsush i Imai, Associate Professor in Development Economics, Department of Economics and Brooks 
World Poverty Institure, University of Manchester, UK 

Gustavo Indart, Senior Lecturer, Department of Economics, University of Toronto, CANADA 
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University of Calabria, ITALY 
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Prof P.N. Junankar, Professorial Visiting Fellow, School of Economics, University of New South Wales 
and Emeritus Professor, University of Western Sydney, AUSTRALIA . 
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USA 
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Dr Stephanie A. Kelton, Associate Professor of Economics, University of Missouri-Kansas City, USA 

Ahmet Kerem Ozdemir, Research and Teaching Assistant, Finance Department, School Df Business 
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of London, UK 
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College Mangalore, INDIA 
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Management Bangalore, IN DIA 
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Prof Sarosh Kuruvilla , Professor, School of Industrial and Labor Relations, Cornell University, USA 

Dr Pierre Lacour, Clinical Assistant Professor, Coordinator of Economics, New York University, USA 

Dr Thomas Lambert, Lecturer in Economics, Indiana University Southeast, New Albany, USA 

Prof Michael Landesmann, Professor of Economics and Scientific Director, Vienna Institute for 
International Economic Studies, AUSTRIA 

Stewart Lansley, Research Fellow in Economics, University of Bristol , UK 

Alessandra lanza, Chief Economist, Prometeia Spa Financial Consulting, ITALY 

Dr Alberto Lanzavecchia, Assistant Professor in Corporate Finance University of Padova, ITALY 

Prof Costas Lapavitsas, Department of Economics, School of Oriental and African Studies, University of 
London, UK 

Prof Marc Lavoie , Department of Economics, University of Ottawa, CANADA 

Alejandro Ignacio Lazarte, MA, Zurich Financial Services, SWITZERLAND 

Dr Jonathan Leape, Senior Lecturer in Economics, London School of Economics and Pol itical Science , 
UK 

Prof Dennis Leech, Professor of Economics, Warwick University and Research Associate; CPNSS, 
London School of Economics, UK 

Prof Margaret Levenstein, Professor of Business Economics and Public Policy, University of Michigan, 
USA . 

Dr Minqi Li, Associate Professor, Department of Economics, University of Utah, USA 

Dr Dan Li, Assistant Professor in Finance, School of Economics and Finance University of Hong Kong, 
HONG KONG 

Dr Carlos F. Liard-Muriente , Associate Professor and Chair of the Department of Economics, Central 
Connecticut State University, USA 

Thomas Lines, Author of Making Poverty: A History, UK 
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Prof Sumanasiri Liyanage, Professor of Economics, University of Peradeniya, SRI LAN KA 

Juan Jose Liach, Director, Center for the Study of Government, Business, Society and the Economy, IAE 
Business School, Universidad Austral, ARGENTINA . 

Prof John Loxley, Department of Economics, University of Manitoba, CANADA 

Prof Miguel Martinez Lucio, Manchester Business School, Manchester University, UK 

Dr Hans-Jochen Luhmann, Research co-ordinator of future energy and mobility structures, Wuppertal
Institut, GERMANY 

Prof Nora Lustig , Samuel Z . Stone Professor of Latin American Economics, Tulane University , USA 

Prof Arthur MacEwan, Professor Emeritus of Economics, University of Massach usetts, Boston, USA 

Mario Machungo, Economist and Cha irman of Banco Internacional de Mocambique, Maputo, 
MOZAMBIQUE 

Dr Donald MacLaren , Associate Professor and Director of Asian Economic Centre, University of 
Melbourne, AUSTRALIA . 

Dr Rasigan Maharajh, Chief Director, Institute for Economic Research on Innovation, Tshwane University 
ofTechnology, SOUTH AFRICA 

Dr Fadhil A. Mahdi , Sen ior Economist, Formerly Chief of the Economics Analysis Division, United Nations 
Economic and Social Commission. for Western Asia 

Dr Kamil Mahdi, Economist, Visiting Senior Fellow, Middle East Centre, London School of Economics, UK 

Dr Chinglen Maisl1am, Assistant Professor of Economics, Manipur University, INDIA 

Casmir Makoye, Director of SME Competitiveness Facility, Dar Es Salaam, TANZANIA 

Dr Stanley Malinowitz, Associate Professorof Economics, Universidad Nacional deColombia, 
COLOMBIA 

Steve Mandel, Research Associate, Department of International Development, Birmingham University, 
UK 

Jens Martens, Director, Global Policy Forum Europe, GERMANY 

Dr Nuno Miguel Ornelas Martins, Assistant Professor; Facu lty of Economics and Management, 
Portuguese Catholic University , PORTUGAL 

Dr Pietro Masina, Associate Professor of Applied Economics,University of Naples, ITALY 

Dr Thomas Masterson, Research Scholar, Levy Economics Institute of Bard College, USA 

Prof Julie Mattaei, Professor of Economics, Wellesley College, USA 

Dr Reza Mazhari, Assistant Professor in Economics, Gonbad Kavoss, IRAN 
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Dr Kathleen McAfee, Associate Professor in International Relations and Political Economy, San Francisco 
State University, USA 

Dr Elaine McCrate, Associate Professor, Economics and Women's Studies, University of Vermont, 
CANADA 

Prof Terrence McDonough , Department of Economics, National University of Ireland, Galway, IRELAND 

Dr Margaret McKenzie, Lecturer in Economics, Deakin University, AUSTRALIA 

Dr Robert McMaster, Business School, University of Glasgow, Glasgow, UK 

Dr Andrew Mearman, Associate Head of Accounting, Economics and Finance Department, University of 
the West of England, UK 

James Medway, Senior Economist, New Economics Foundation , UK 

Prof Michael Meeropol, Visiting Professor of Economics, City University of New York, USA 

Dr Tesfa Mehari, International Partnerships Coordinator, Department of International Business & 
Economics, University of Greenwich , UK 

Dr Martin Melkonian, Adj. Associate Professor of Economics, Hofstra University, USA 

Prof Mary Mellor, Emeritus Professor of Social Science, Northumbria University, UK 

Dr Emel Memis, Assistant Professor of Economics, Ankara University, TURKEY 

Dr Helen Mercer, Senior Lecturer Business Economics, Business School, University of Greenwich, UK 

Prof Peter B. Meyer, Professor Emeritus of Urban Policy and Economics and President and Chief 
Economist of the E.P Systems Group, Inc 

Prof John Miller, Professor of Economics, Wheaton College, Norton, USA 

Prof Marco Missaglia, Professor of International Economics and General Equilibrium Modelling, University 
of Pavia, ITALY 

Dr Rudra Narayan Mishra, Assistant Professor of Economics, Gujarat Institute of Development Research , 
Ahmedabad, INDIA 

Prof Nobuki Mochida, Professor of Economics, University of Tokyo, JAPAN 

Prof Oudebji Mohamed, Professor of International Economic Law of Deve lopment, Marrakech, 
MOROCCO 

Prof Mritiunjoy Mohanty, Professor, Economics Group, Indian Institute of Management Calcutta, Kolkata , 
INDIA 

Prof Simon Moh un, Emeritus Professor of Political Economy, Queen Mary, University of ~ondon, UK 

Prof Mario Morroni, Professor of Economics, Department of Economics, Univers ity of Pisa, ITALY 
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Dr John Morrow, Research Economist, CEP at London School of Economics, UK 

Dr Tracy Mott, Associate Professor and Department Chair of Economics, University of Denver, USA 

Prof Sam Moyo, African Institute for Agrarian Studies (AlAS), ZIMBABWE 

Prof Ananya Mukherjee-Reed, Professor and Chair, Department of Politica l SCience, York University , 
Toronto, CANADA 

Richard Murphy, Director, Tax Research UK 

Sreeram Mushty, Freelance Economist & Chartered Accountant, MS Sastri Chambers, Vijayawada, 
INDIA 

Shri Sanat Kumar Naik, Economist, State Bank of India, INDIA 

Nitya Nanda, Fellow, Centre for Global Agreements, Legislation and Trade (GALT), Resources, 
Regu lation and Global Security Division, The Energy and Resources Institute (TERI) , New Delhi, INDIA 

Dr Corinne Nativel, Senior Lecturer in Social Sciences, University of Franche-Comte, FRANCE 

Prof Vincent Navarro, Professor of Public Policy, The Johns Hopkins University, USA 

Dr loana Negru, Senior Lecturer in Economics , Anglia Ruskin University, UK 

Dr Michaela Neumayr, Economist, Vienna University of Economics and Business, AUSTR IA 

Paul Newlin, Lecturer, Environmental Policy, Amherst College & University of Massachusetts, USA 

Dr Howard Nicholas, Sen ior Lecturer in Economics, Eurasmus University of Rotterdam, NETHERLANDS 

Prof Eric Nilsson, Professor of Economics, California State University, USA 

Prof Augusto Ninni, Professor of Industrial Organization at the University of Parma, ITALY 

Prof Machiko Nissanke, Professor of Economics, SOAS, University of London, UK 

Dr Hassan E. Oaikhenan, Department of Economics & Statistics University of Benin, NIGERIA 

Prof Mehmet Odekon, Professor of Economics, Skidmore College, USA 

Prof Rod O'Donnell , Professor of Economics, University. of Technology, Sydney, AUSTRALIA 

Samuel O. Oloruntoba, Doctoral Candidate and Lecturer, Department of Political Science, University of 
Lagos, NIGERIA 

Dr Wendy Olsen, Senior Lecturer in Socio-Economic Research , University of Manchester, UK 

Prof Mojubaolu Olufunke Okome, Professor of Political Science, Brooklyn College, CUNY, New York, 
USA 

Prof G. Omkarnath, Department of Economics, University of Hyderabad, INDIA 
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Dr Ozlem Onaran, Senior Lecturer in Economics, University of Westminster, UK 

Prof Ahmet Oncu, Professor of Economics, Sabanci University, TURKEY 

Noemi Levy Orlik, Economic Lecturer, School of Economics, UNAM, MEXICO 

Dr Quentin Outram, Senior Lecturer in Economics, Leeds University Business School , UK 

Dr Carlos Oya, Senior Lecturer in Political Economy of Development, School of African and Oriental 
Stud ies, University of London, UK 

Dr Adam Ozanne, Senior Lecturer in Economics, University of Manchester, UK 

Prof Mustafa Ozer, Professor of Economics, Anadolu University, TURKEY 

Dr IIhan Ozturk, Assistant Professor and Coordinator, International Relations & Erasmus, Cag University, 
TURKEY 

Dr Aaron Pacitti, Assistant Professor of Economics, Siena College, USA 

Adel Paighami, Dean of Interdisciplinary Research Center for Social Sciences, Economics Faculty, Imam 
Sadiq University, IRAN ' 

Dr Parthapratim Pal, Associate Professor of Economics, Indian Institute of Management Calcutta , INDIA 

Radhakrushna Panda, Senior Research Officer, Centre for Microfinance Research , Bankers Institute of 
Rural Development, INDIA ' 

Prof Dimitri Papadimitriou, President and Professor of Economics, Levy Economics Institute, New York, 
USA 

Prof Man Seop Park, Professor of Economics , Korea University, SOUTH KOREA 

Dr Raj Patel, Author and Research Fellow, School of Development Studies, University of KwaZulu-Natal, 
Durban, SOUTH AFRICA 

Prof Ruth Pearson, Professor of International Development, University of Leeds, UK 

Jamie Peck, Research Chair in Urban and 'Regional Political Economy, University of British Columbia, 
CANADA 

Prof Fernando Pellerano, Professor of Economics, Universidad Autonoma de Santo Domingo, 
DOMINICAN REPUBLIC 

Dr Michael Perelman, Professor of Economics, California State University, USA 

Prof Virginie Perotin , Professor of Economics, Leeds University Business School , UK 

Dr Karl Petrick, Assistant Professor, Department of Economics, Western New England University USA 

Ann Pettifor, Director of Policy Research in Macroeconomics, UK 

DrLyn da J, Pickbourn , Assistant Professor of Economics, Keene State College, USA 
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Prof J F Pixley, Honary Professorial Research Fellow, Globa l Policy Institute, London Metropolitan 
University, UK 

Prof Robert Poll in, Department of Economics and Political Economy Research Institute (PERI ), University 
of Massachusetts-Amherst, USA 

Prof Alexander Cotte Poveda, Professor of Economics, University of La Salle, USA 

Prof Bernard van Praag, University of Amsterdam, AMSTERDAM 

Ms Sajin Prachason, Sustainable Agriculture Foundation, THAILAND 

Prof Eleuterio F. S. Prado, Professor of Political Economy, University of Sao Paulo, BRAZI L 

Prof Robert E. Prasch,. Professor of Economics,Midd lebury College, USA 

Dr Renee Prendergast, Reader, Queen's University Management School, Belfast, NORTHERN IRELAND 

. David Primack, Executive Director, International Lawyers and Economists Against Poverty (I LEAP), 
CANADA 

Prof Adam Przeworski, Carroll and Milton Petrie Professor, Department o/Politics , New York University, 
USA 

Prof Al icia Puyana Mutis, Latin American Faculty of Social Sciences, Fiasco, MEXICO 

Mr Hugo Radice, Life Fellow, School of Po litics and International Stud ies, University of Leeds, UK 

Dr Kunibert Raffer, Associate Professor, Department of Economics, University of Vienna, AUSTRIA 

Dr Anton Rainer, Federal Ministry of Finance, Vienna, AUSTRIA 

Prof Ind ira Rajaraman, Honorary Visit ing Professor, Indian Statistical Institute, INDIA 

Prof V. K. Ramachandran, Professor, Indian Statistical Institute, Kolkata, INDIA 

Prof K.Y. Ramaswamy, Professor, Indira Gandhi Institute of Development Research, INDIA 

Prof Paolo Ramazzotti, Professor of Economic Policy, University of Macerata, ITALY 

Prof D. Narasimha Reddy, Professor of Economics , University of Hyderabad, INDIA 

Howard Reed, Director, Landman Economics, UK 

Prof Michael Reich , Professor of Economics and Director of Institute for Research on Labour and 
Employment, University of California at Berkeley, USA 

Dr Paolo de Renzio, Senior Research Fellow, International Budget Partnership, Research Associate, 
Global Economic Governance Programme, University of Oxford , UK 

Prof Colin Richardson, Adjunct Professor of Economics Centre for International Security Studies, 
University of Sydney, AUSTRALIA . 
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Prof Christopher Ritson, Professor Emeritus, Trustee Director of the Food Ethics Council and Professor of 
Agricultural Marketing , Newscastle University Agricultural Building, UK 

Prof Michael T . Rock, Samuel and EttaWexler Professor of Economic History, Bryn Mawr College, USA 

Dr Leopoldo Rodriguez, Associate Professor in International Development Studies, Portland State 
University, USA 

Prof Alessandro Roncaglia, Professor of Economics, Sapienza University of Rome, ITALY 

Prof Sergio Rossi , Professor of Economics, University of Fribourg , SWITZERLAND 

Prof Roy J. Rotheim, Professor of Economics, Skidmore College, New York, US 

Dr B. P Syam Roy, lAS (Retd), West Bengal, INDIA 

Prof Guillermo Rozenwurcel, Director of IDEAS Centre, San Martin National University , ARGENTINA 

Dr Kobi l Ruziev , Lecturer in Economics; Programme Director MSc Banking and Financial Regulation, 
School of Manag ement and Business Aberystywth University, UK 

Muhammad Sabir, Principal Economist, Social Policy and Development Centre, PAKISTAN 

Dr Peter Sai-Wing Ho, Associate Professor of Economics, University of Denver, USA 

Prof Wiemer Salverda, Director of AlAS, and special Chair Labour Market and Inequality, University of 
Amsterdam, NETHERLANDS 

Dr Wiemer Salverda, General Director of AlAS, and special Chair Labour Market and Inequality, 
University of Amsterdam, NETHERLANDS 

Dr Diego Sanchez-Ancochea, University Lecturer 'in the Political Economy of Latin America, University of 
Oxford, UK . 

Dr Sankersan Sarkar, Assistant Professor of Finance, NIIT University, Rajasthan, INDIA ' 

Prof Rubens R. Sawaya, Professor of Economics, Sao Paul Catholic Pontificia University, BRAZIL 

Prof Malcolm Sawyer, Professor of Economics, University of Leeds, UK 

Dr Harwood D. Schaffer, Research Assistant Professor, Agricultural Policy Analysis Center, Department 
of Agricultu ral and Resource Economics, University of Tennessee Institute of Agriculture, USA 

Prof Hans Schenk, Chaired Professor .of Economics, Department of Economics, Utrecht University, 
NETHERLANDS 

Dr Ted P. Schmidt, Associate Professor of Economics and Finance SUNY, USA 

Karin Schoenpflug, Economist, Institute for Advanced Studies, University of Vienna, AUSTRIA 

Dr Evert Schoorl, Economist and Director of graduate studies, Groningen University, NETHERLANDS . 

Dr Juliet Schor, Phd Economics, Boston Col lege, USA 
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Dr Molly Scott Cato, Reader in Green Economics, Cardiff School of Management, UK 

Prof Mario Seccareccia, Department of Economics, University of Ottawa, Ontario, CANADA 

Prof Stephanie Seguino, Department of Economics, University of Vermont, USA 

Professor Sunanda Sen, Visiting Professor; Jamia Millia Islamia University, New Delhi, INDIA 

Dr Esther-Mi rjam Sent, Professor of Economics at Radboud University, Nijmegen, the Netherlands and 
Member of the Senate of the Netherlands, NETHERLANDS 

Prof Ardeshir Sepehri , Professor of Economics, University of Manitoba, CANADA 

Dr John Serieux, Associate Professor of Economics, University of Manitoba, CANADA 

Prof Mark Setterfield, Professor of Economics and Chair Department of Economics, Trinity Colelge, 
Hartford, USA 

Prof Anwar Shaikh, Professor of Economics, New School of Social Research, New York, USA 

Reader Benjamin Shepherd, Food Security in Asia Program, Centre for International Securi ty Studies, 
University of Sydney, AUSTRALIA 

Prof Tokutaro , Shibata, Professor of Economics, University of Tokyo, JAPAN 

Sabira Ahamed Shine, Research Associate, ICSSR Research Project, School of Management Studies, 
Cocin University of Science and Technology, INDIA 

Dr Chen Shuoying, Assistant Professor, Chinese Academy of Social Sciences, CHINA 

Dr Kalim Siddiqui , Senior Lecturer in International Economics, Business School, University of 
, Huddersfield, UK , 

Prof Francesco Silva, Professor of Economics, Milano-Bicocca University, ITALY 

Prof Maria Luiza Falcao Silva, Professor of Economics, University of Brasilia, BRAZIL 

Dr John Simister, Department of Economics, SOAS, University of London, UK 

Dr John Simister, Senior teaching fellow, Economics department, School of Orie'ntal and African Studies, 
University of London, UK ' 

Dr Pritam Singh, Reader in Economics, Oxford Brookes University, UK 

Prof Anna Soci , Professor of Economics at the University of Bologna, ITALY 

Prof Funmi Soetan, Professor of Economics and Director at Center for Gender and Social Policy Studies, 
Obafemi Awolo'wo University, NIGERIA 

Dr Stefano Solari, Associate Professor of Political Economy, Padova University, ITALY 

Dr Somannavar, Department of Economics, KLE Society's Lingaraj College, Karnataka, INDIA 
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Prof Cem Somel, Professor of Economics, Abant Izzet Baysal University, TURKEY 

Dr Godwin Sree Kulakkal, Assistant Professor, Department of Economics, Government College for 
Women, Kerala, INDIA 

Prof Ravi S. Srivastava, Professor of Economics, Centre for the Study of R"gional Development, 
Jawaharlal Nehru University, New Delhi, INDIA 

Dr Eduardo Stachman, Assistant Professor, Department of Economics, Sao Paul State University , 
BRAZIL 

Prof Howard Stein, Professor of Development Economics, Afroamerican and African Studies, University 
of Michigan , USA 

Prof Engelbert Stockham mer, Professor of Economics, Kingston University, UK · 

Dr Servaas Storm, Department of Economics of Innovation, Delft University of Technology, Delft, 
NETHERLANDS 

Dr Eduardo Strachman, Assistant Professor of Economics, Sao Paulo State University, BRAZIL 

Larry D. Su, Senior Lecturer, School of Business, University of Greenwich, UK 

Dr David Sunderland, Reader and Principal Lecturer, University of Greenwich , UK 

Prof Mad~ura Swaminathan, Indian Statistica l Institute, INDIA 

Dr Valeria Szekeres, Associate Professor of Economics, Obuda University, Budapest, HUNGARY 

Dr Szabolcs Szikszai, Senior Lecturer in Finance and EconomiCS, University of Pannonia, HUNGARY 

Prof Giulio Tagliavini, Professor of Business Finance, Parma University, ITALY 

Prof Haruhito Takeda, Economic Historian, Faculty of Economics, Tokyo University, Japan 

Dr John M. Talbot, Senior Lecturer in Sociology, Department of Sociology, Psychology and Social Work 
University of the West Indies, JAMAICA 

Dr Jeff Tan, Assistant Professor of Development Studies, Aga Khan University, UK 

Prof Ke Tang, Hanqing Advanced Institute of Economics and Finance and School of Finance, Renmin 
University of China, CHINA 

Dr Pavl ina R. Tcherneva, Assistant Professor of Economics, Franklin and Marshall College, USA 

Dr Khemarat T, Teerasuwannajak, Department of Economics, Chulalongkorn University, THAILAND 

Bilge Terzioglu, Department of Economics, Isik University, Istanbul, TURKEY 

Dr Jose Rafael Tesoro , Lecturer in EConomics, University of Buenos Ai res, ARGENTINA ' 

Mr Albin Thaarcis, Assistant Professor of Economics, St Xavier'S College, INDIA 
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Dr Frank Thompson, Lecturer in Economics, Residential College, University of Michigan, USA 

Prof Mario Tiberi , Professor of Political Economy, Sapienza, University of Rome, ITALY 

Dr Gunther Tichy, Austrian Institute of Economic Research , AUSTRIA 

Prof Chris Tilly, Professor of Urban planning and sociology and Director, Institute for Research on Labor 
and Employment UCLA, Los Angeles, USA 

Dr Zd ravka Todorova, Assistant Professor, Department of Economics, Raj Soin College of Business, 
Wright State University, Ohio, USA 

Prof Mario Tonveronachi , Professor of Financial Systems, University of Siena, ITALY 

Prof Jan Toporowski, Professor of Economics and Finance, School of Oriental and African Studies, 
University of London, UK 

Prof Mariano Torras , Professor of Economics, Adelphi University, USA 

Dr Andres Torres , Distinguished Lecture r, Department of Latin American and Puerto Rican Studies, 
Lehman College/CUNY, New York, USA 

Dr Oscar Ugarteche, Institute of Economic Investigations, UNAM, Ciudad University, MEXICO, 

Dr Mehmet Ugur, Reader in Political Economy, International Business and Economics, University of 
Greenwich Business School, UK 

Prof Vittorio Valli, Professor of Economic Policy, Turin University, ITALY 

Prof Rolph van der Hoeven, Professor of Employment and Development Economics, international 
Institute of Social Studies (ISS), Erasmus University, NETHERLANDS 

Prof Irene van Staveren, Professor of Pluralist Development Economics, ISS, Erasmus University 
Rotterdam, NETHERLANDS . 

Dr Elisa Van Waeyenberge, Lecturer in Economics , School of Oriental and African Studies, University of 
.London, UK 

Roberto Venezian i, Senior Lecturer, School of Economics and Finance, Queen Mary University of 
London, UK 

Dr Matias Vernengo, Associate Professor of Economics, University of Utah, USA 

Dr Rudi von Arnim, Assistant Professor of Economics, University of Utah, USA 

Andrew Watt, Senior Researcher in Economics, European Trade Union Institute 

Prof John Weeks, Professor Emeritus of Economics, School of Orienta l and African Studies, UK 

Dr Scott A. Weir·, Wake Techn ical Community College, Raleigh , NC, USA 

Mark Weisbrot, Co-Director of Center for Economic and Policy Research, Washington, USA 
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Prof Thomas E. Weisskopf, Professor Emeritus of Economics, University of Michigan, USA 

Prof Ph ilip B. Whyman, Director, Lancashire Institute for Economic.and Business Research , University of 
Centra l Lancashire, UK 

Dr Jeannette Wicks-Lim, Assistant Research Professor, Political Economy Research Institute, University 
of Massachusetts, Amherst, USA 

Prof Rorden Wilkinson, Professor of International Political Economy, School of Social Sciences and 
Research Director, Brooks World Poverty Institute, University of Manchester, UK 

Timothy A. Wise, Director, Research and Pol icy Program, Global Development and Environment Institute, 
Tufts University, Medford, USA 

Dr Martin Wolfson, Associate Professor of Economics, University of Notre Dame, USA 

Prof Enrico Wolieb, Director ISMERI EUROPA, Roma, ITALY 

Dr Andrew Wood, Reader in Finance, Essex Business School, University of Essex, UK 

Prof Chenggang Xu, Quoin Professor in Economic Development, University of Hong Kong , HONG KONG 

Prof Mo Yamin, Professor of International Business, Manchester Business School, UK 

Dr Yavuz Yasar, Associate Professor, Department of Economics, University of Denver, USA 

Prof Erhan Yildirim, Department of Economics, Cukurova University , Adana, TURKEY 

Prof Brigitte Young , Institute for Political Science, University of Muenster, GERMANY 

Dr Elizabeth Young, Lecturer in Food and Agriculture, University of Staffordshire, UK 

Dr June Z"ccone, Associate Professor of Economics (Emerita), Hofstra University Hempstead, New York, 
USA 

Prof Angelika Zahrnt, Professor of Economics, Bund fur Umwelt und Naturschutz, GERMANY 
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NEW BEITER MARKETS RESEARCH REPORT SHOWS WALL STREET DRIVING UP FOOD, FUEL 

PRICES; DATA SHOWS THAT COMMODITY INDEX FUNDS SHOULD BE BANNED 

Better Markets today released a new research report showing speculative commodity trading 
pushed by Wall Street is causing market disruptions that have increased prices for American' 
families and farmers, 

The analysis reviews commodity markets data over the last 27 years and shows that, since 
200S, so-called commodity index funds have triggered an upward price curve in the futures 
markets when they trade out of an expiring month contract and into a new future month 
(referred to as the "roll"), This has resulted in rising prices and costs as well as a boom-and-bust 
cycle by changing the incentives of producers and consumers of commodities, It also has sent 
misleading and non-fundamental price signals to the market, which have disrupted the futures 

and physical commodity markets, 

"This research report analyzes commodity market activity for more than 25 years and 
specifically analyzed speculative commodity index fund trading," said Dennis Kelleher, 
president and CEO of Better Markets, "This is the first study to directly isolate the impact of the 
speculative index fund roll trading. The data shows the trading those funds do every month has 
severely disrupted and dramatically changed those markets, causing food and fuel prices to 
increase, hedging costs for businesses to rise, and prices to swing erratically up and down, 
which also raises everyone's costs." 

"When this research and data is considered with Better Markets' prior research on speculation, 
the need to ban commodity index funds is overwhelming," sa id Mr. Kelleher. 

The Dodd-Frank law requires the Commodity Futures Trading Commission to "diminish, 
eliminate, or prevent excessive speculation." In its March 28 comment letter to the 
Commission, Better Markets called for banning commodity index funds because they are the 
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primary drivers of such speculation, triggering dramatic increases in the price of vital 
commodities such as food and energy. The CFTC will rule on that matter on Oct. 18. , 

,As detailed in the report, the research found that during this "roll" period, the price spread 
increases between the expiring contract and the new longer-dated contract, creating an 
upward price curve known as "contango." The data shows that this bias toward contango is 
generally absent during the rest of the trading month. 

The analysis also found that this contango bias did not exist prior to the rapid expansion of 
commodity index funds in 2004. In prior years, the historical price curve norm for longer-dated ' 
contracts was actually priced lower than near-term contracts - a structure known as 
"backwardation. But this has changed since $200 billion to $300 billion in these speculative 
index funds poured into the futures markets, pushed by the Wall Street firms that have heavily 
marketed and profited from them. 

The research specifically analyzed the same trading dates on which the roll now occurs, going 
back 27 years. But no contango bias was present prior to creation of the commodity index fund. 
The study looked primarily at NYMEX WTI Crude Oil and CBOT Wheat. The analysis was also 
extended to NYMEX Heating Oil, CBOT Corn, NYMEX Natural Gas, and' CME Live Cattle. 

The data and analysis shows commodity index funds' speculative trading is causing market 
distortions, disrupting price discovery, increasing the costs for commercial hedgers and pushing 
prices needlessly higher. 

Better Markets, Inc., is a nonpartisan, nonprofit organization that promotes the public interest 
in the international and domestic capital and commodity markets. 
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New Research Shows That Wall Street Speculators Are Driving Up Food and Fuel 
Prices and That Commodity Index Funds Should Be Banned 

Research analyzing commodity markets for the last 27 years shows that Wall 
Street's speculative trading through commodity index funds is causing market disruptions, 
interfering with price discovery, increasing the costs for businesses to hedge, and 
needlessly pushing prices higher for all Americans. It shows how the biggest banks, all 
bailed out by the taxpayers in 2008, are lining their pockets at the expense of America's 
families and farmers. 

Since 2005, there has been historically high commodity price volatility, with prices 
swinging up and down at persistent levels that are not justified by supply and demand. 
That wasn't always the case. Prior to 2005, big price swings, when they happened, were 
typically the result of a supply or demand event like a war or a hurricane. 

Importantly, as commodity price volatility has increased, there has also been a 
massive inflow of new funds into these markets, particularly from so-called commodity 
index funds, which is all speculative trading, as opposed to buying and selling by actual 
producers and consumers. While the precise amounts invested are hard to determine, 
there is at least $200 to $300 billion invested in various speculative trading funds. 

We do know, however, that these speculative trading funds, while a relatively new 
type of market player, now collectively make up the single largest group of non-commercial 
traders in the commodities futures markets. These speculative trading funds, which 
represent giant pools of capital, have in recent times been the single largest group of 
traders, outweighing both commercial business hedgers (producers and consumers of 
commodities) and traditional "speculators," who take short-term directional bets and 
provide liquidity. 

Given both the very large size and the common trading strategies of these 
speculative trading funds, many market observers have concluded that there is a high 
likelihood that they are distorting price formation in commodities markets. It has been 
suggested that this distortion has directly led to the more recent "boom and bust" price 
cycles and higher prices for many food and energy commodities in markets around the 
world. 

Historically, under typical trading activities in the commodity markets, price curves 
in the commodities futures markets have been predominantly "backwardated." That is just 
a fancy way of saying longer-dated contracts are most often priced lower than shorter
dated contracts. This traditional price curve structure is commonly explained in terms of 
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"convenience yield" i.e. price volatility can make it hard to produce sufficient product at 
short notice. Therefore, if you want your commodity sooner, you must pay a premium. 

Therefore, the further out in time a contract is, the lower the premium. Put another 
way, futures prices should slope downwards. Everyone in the market knows this doesn't 
necessarily mean prices are actually going to decline over time. Rather, the traditional 
pricing signal in a backwardated market is that prices over time will stay fairly steady, all 
else being equal. 

However, this changes once speculative trading funds start pouring hundreds of 
billions of dollars into the futures markets. In fact, the price curve is basically turned 
upside down. The traditionally backwardated prite curves become upward sloping. This is 
known as "contango," where the longer-dated contract prices are relatively higher and 
continue to go up. 

This shouldn't happen as a routine matter given the premium built into the price of 
near-dated futures contracts. When buyers and sellers see a price curve in contango, it tells 
them that even with the convenience yield built into today's price, tomorrow's price will 
almost certainly be higher. That tells producers to delay production, and consumers to buy 
more now (even if this doesn't necessarily show up in patchy data on inventories). This 
causes exaggerated scarcity in the short run, which pushes prices up sharply. In the long 
run, when the delayed production comes on to the market while at the same time demand 
declines because consumers have already stocked up or cut back, the bubble bursts, and 
prices come crashing down. 

Although there were some fundamental supply and demand events that appeared to 
give a partial explanation of the change in the price curves (e.g. crude oil delivery 
bottlenecks at Cushing, OK), their occurrence did not seem to match accurately either the 
timing or magnitude of the shift. Therefore, we decided to use a new set of analytic 
approaches to look at what the speculative trading funds were dOing. The dramatic change 
in price curves seemed to coincide with their trading, but was it coincidence or causation? 
Our research and analysis was all directed at trying to answer this question. 

Specifically, we examined the behavior of futures price spreads before, during and 
after the time each month that the speculative trading funds closed out their expiring 
futures contracts and purchased new futures contracts. 1 This is referred to as "rolling" 
contracts into the future and we call the period in question the "Roll," "Roll Period," or 
"Roll Cycle."2 For example, the largest group of speculative trading funds is based on the 
Standard & Poor's Goldman Sachs Commodity Index (GSCI), which must roll forward their 
expiring futures contracts during a set period of each month, from the 5th to 9th business 
day. 

Futures contracts expire at regular periods. Traditional hedgers simply close out their contracts for cash at 
expiration, or make or take delivery. However, speculative commodity index funds are designed to keep 
bets on the table for long periods of time. That is what gives rise to the necessity of"rolling" those expiring 
contracts into new futures contracts every month. This requires massive trading every month as these 
funds liquidate all expiring contracts and replace them. swamping the market repeatedly. 
These speculative trading funds are misleadingly labeled "commodity index funds," presumably 
intentionally to make people think of benign, passive, low cost stock index funds. The commodity funds 
bear little resemblance to the stock index funds. Crucially, one cannot buy and hold a futures contract 
forever like a stock, so every month hundreds of transactions are required simply to keep a commodity 
index fund invested. 

~---- -------

, I ':) 

1825 K Street, NW, Suite 1080, Washington, DC 20006 (l) 202.618-6464 (1) 202.618.6465 bettermarkets.com 



Page 3 

Our analysis found overwhelming evidence that the GSCI Roll Cycle systematically 
distorts forward commodities futures price curves towards a contango state. As explained 
above, this causes speculative "boom-bust" cycles by changing the incentives of producers 
and consumers of storable commodities, and also by sending misleading and non
fundamental price signals to the market. 

The analysis looked very closely at the behavior of prices during the monthly GSCI 
Roll Period. The primary commodities studied were NYMEX WTI Crude Oil and CBOT 
Wheat. The analysis was also extended to NYMEX Heating Oil, CBOT Corn, NYMEX Natural 
Gas, and CME Live Cattle. 

The research found that during the Roll, the price spread between the expiring 
contract and the new longer-dated contract (which the speculative trading fund must buy) 
increases, creating a "contango" price curve. The data also show that this bias towards 
contango is generally absent during the rest of the trading month, clearly suggesting that 
the persistent contango that has been witnessed in many commodities over the last several 
years is generated by the speculative trading funds activity rather than supply and demand 
conditions. 

The analysis also found that the contango bias during the Roll period did not exist 
prior to the rapid expansion of Commodity Index Funds in 2004. The research specifically 
analyzed the same trading dates on which the Roll now occurs, going back more than 25 
years . Bias towards contango simply was not present prior to the creation of the 
commodity index fund. 

This clearly indicates that there is indeed a hugely misleading price signal generated 
by the activities of the commodity index funds and other speculators who may be trading 
around the Roll. The persistent contango of recent years is not the result of some pre
existing phenomenon, whether fundamentals- or market-based. Since this price signal is 
not related to actual supply and demand fundamentals, the consequence is to drive prices 
away from their true value. Because the phenomenon is persistent, and is not arbitraged 
away, it has significant long-term implications, and tends to promote boom-and-bust price 
cycles. 

In conclusion, speculative trading through commodity index funds is causing market 
disruptions, interfering with price discovery, increaSing the costs for businesses to hedge, 
and needlessly pushing prices higher for all Americans. The way to prevent these market 
damaging events is to ban commodity index funds. 
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News Analysis: IRS Suspends RIC Commodities Investments Rulings 

by Lee A. Sheppard 

full Text Pub lished by taxamJ1vs lS 

The IRS has stopped issuing rulings allowing regulated investment companies to 
indirectly invest in commodities through controlled subsidiaries and structured notes. 
The IRS is still accepting ruling requests; it's just not acting on them while it studies 
the issue. 

Although RICs are regulated by the SEC under the Investment Company Act of 
1940, the code is where the restrictions on their investments are lodged. The qualifying 
income requirement of section 851 (b}(2) requires that 90 percent of a RIC's income be 
derived from equities, securities and currencies. By exclusion, it prohibits extensive 
investments in commodities and commodities futures. 

Mutual funds turned to structured notes to be able to hold commodity-linked 
investments, which the IRS gave them permission to hold . (See, e.g. , LTR 200720011.) 
The IRS has been given rulings allowing RICs to invest in commodities through 
controlled foreign subsidiaries that elect to be treated as separate corporations, on the 
reasoning that distributions are dividends under section 951 (a}(1 )(A}(i). (See, e.g., LTR 
201129002.) (For LTR 200720011, see Doc 2007-12201 or 2007 TNT 98-34. For LTR 
201129002, see Doc 2011-15971 or 2011 TNT 142-33.) 

The IRS has been merrily issuing these rulings for years. In the current state of 
affairs, however, some funds have rulings and some funds don't. Every fund needs its 
own ruling, even if its sponsor is a fund management firm with a large family of funds. 
(For prior coverage, see Doc 2011-4752 or 2011 TNT 55-6.) 

Issuance of the rulings was suspended after Steve Larson, IRS associate chief 
counsel (financial institutions and products), attended a CFTC roundtable on rule 4.5 
(17 C.F.R. 4.5). The IRS has been in communication with the CFTC about RICs investing 
in commodities. 

The IRS says that it was not ordered to stop giving rulings, but is just taking a 
pause to rethink the rulings it has been giving. "Although we and the CFTC staff are 
communicating, the CFTC neither suggested nor demanded that we suspend our 
rulings," said an IRS spokesman. 

CFTC Exclusion 

Rule 4.5(a)(1} excludes RICs registered with the SEC under the 1940 Act from 
having to register with the CFTC as commodity pool operators when they invest in 
commodities. There is no such thing as dual registration, which would require 
cooperation between the two agencies, which use different methods of calculating fund 
performance. 
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The CFTC is being lobbied to restrict rule 4.5(a)(1). The National Futures 
Association wants the CFTC to restrict the RIC exclusion. In its petition to the CFTC, 
the NFA complained about IRS ruling practices. (For the NFA's CFTC petition, see 
http://www.nfa.futures.org/news/newsPetition .asp?ArticieID=2491 .) 

. "We were not directly aware of the complaints received by the CFTC, but the 
increase in activity by that agency was certainly a factor in our deciding to look more 
carefully at the policies and analysis behind our letter ruling policy," said an IRS 
spokesman. 

The NFA's beef is that mutual funds went hog wild with their exclusion and are 
competing unfairly (cheesy puns fully intended). Rule 4.5(c) used to require that RICs 
restrict their commodities activity to hedging, restrict commodities holdings to 5 percent 
of the liquidation value of the portfolio, and not hold themselves out as commodities 
trading vehicles. 

The NFA wants these restrictions, which were removed in 2003, restored. This 
would mean that a lot of RIC subsidiaries would have to either unwind or register with 
the CFTC as commodities pool operators. 

The NFA complains that some mutual funds are marketing leveraged commodities 
funds loaded with derivatives, futures, and options to unsophisticated retail customers. 
The petition notes that RIC subsidiaries that invest in commodities are not subject to 
1940 Act regulation and customer protection rules. Oh, and the parent RICs hold a lot 
of liquid investments to collateralize the commodities subsidiaries' derivatives positions. 

The NFA frets that others will take advantage of the wide-open exemption. Of 
course, the same unsophisticated investors are going directly into exchange-traded 
funds (ETFs), the most popular of which is GLD, which holds gold bullion. The NFA 
complained about ETFs as well. 

Another factor in the IRS suspension was the recent enactment of the RIC 
Modernization Act (P.L. 111-325). As originally introduced in 200'9, H.R. 4337 would 
have explicitly permitted RICS to invest in commodities and commodities futures under 
section 851 (b)(2). (For the origina l bill, see Doc 2009-27636 or 2009 TNT 240-39.) 

This provision was stripped out when the bill was passed into law, apparently on 
the insistence of one of the congressional agriculture committees. In the minds of some, 
the congressional failure to explicitly permit unlimited commodities investments creates 
a negative inference that the IRS should not be permitting them administratively. 

"It is fair to say that we had hoped that the RIC Modernization Act would bring 
clarity on this point, and that the failure to bring that clarity was also a factor in our 
decision to look into the issue more closely," said an IRS spokesman . 

Similarly Situated? 

RICs have ruling requests currently lodged with the IRS, whose personnel are 
telling applicants that the requests cannot be granted. This creates a situation in which 
it could be said that similarly situated taxpayers are being treated differently. 
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In Schering-Plough Corp. v. United States, the taxpayer argued that it had been 
unfairly treated because a competitor got a ruling for the same scheme. The government 
prevailed on a motion for summary judgment that the two taxpayers were not similarly 
situated because the taxpayer had never requested a ruling. (For the opinion in 
Schering-Plough, No. 05-2575 (D.N.J. Dec. 3, 2007), see Doc 2007-26557 or 2007 
TNT 234-8.) 

Schering-Plough relied on International Business Machines Corp. v. United States, 
343 F.2d 914 (Ct. CI. 1965), cert. denied 382 U.S. 1028 (1966) for its disparate treatment 
argument. In that case, an IBM competitor got a favorable excise tax ruling. Upon 
learning of this, IBM sought a similar ruling for the same equipment, and the IRS sat 
on its request for two years. The IRS then revoked the competitor's ruling prospectively, 
while telling IBM it owed excise tax retroactively. 

The Court of Claims found a tax policy of equal treatment to ensure fulfillment of 
congressionally intended uniform taxation within business sectors. The court rejected 
the argument that the IRS had a universal power to tax regardless of the impact on 
other taxpayers. F inding an abuse of section 7805(b) discretion, the court awarded 
IBM a refund for the same period that its competitor was not required to pay excise 
taxes. 

Can RICs with ruling requests on file get their rulings if the IRS decides to change 
its policy because the CFTC may be changing its policy? The seminal gift loan case, 
Dickman v. Commissioner, 465 U.S. 330 (1985), established that taxpayers may not 
rely on previous administrative stupidity after the agency's practice has changed. The 
IRS cannot be barred from collecting a tax because it corrected an erroneous 
interpretation of law. 

RICs filing requests for the same rulings that others (even within their own fund 
families) have are certainly similarly situated to each other, and arguably within IBM. 
But what if the rulings were wrongly granted? On the regulatory side, there is a question 
whether the IRS went too far in opening the door to commodities investments by RICs. 
Perhaps the IRS was not aware of RICs' aggressive use of rulings to get around CFTC 
rules. 

Fairness to similarly situated taxpayers may ultimately be out of the hands of the 
IRS. If the CFTC changes its policy along the lines suggested by the NFA, the lucky 
RICs that have commodities rulings will have to unwind their commodities affiliates if 
they do not want to register them as commodities pool operators. 




